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PROGRAM OF THE FIFTY-FIRST ANNUAL MEETING 


Again this year an effort was made to construct a program revolving about a single general 
topic. The ramifying aspects of the topic selected, ‘The Changing Character of the American 
Economy,” is introduced by Professor A. H. Hansen in his presidential address. Major 
aspects of this general subject are developed in four sets of main papers presented at 
the Wednesday, Thursday, and Friday morning sessions and at the Thursday evening session ; 
namely, (1) “The Changing Character of Real Investment Outlets,” (2) “Attributes and 
Market Tactics of Large-Scale Enterprise,” (3) “Lessons of the Current Decade with Respect 
to Recovery Policy,”’ and (4) “Labor Policy and Wage Theory.” 

A see. table conference was devoted to each of the main papers, special aspects of which 
were treated by three or more participants (who in some instances prepared their material 
after holding a preliminary conference). These formal presentations were then followed by 
informal discussion from the floor. 

With regard to program construction, the Committee first planned the topics and then 
invited the participants. Thus the whole program is designed as a unit, though the subject 
matter of some of the meetings warranted scheduling them as joint sessions with other 
associations, 

The presidential address is, as a matter of custom, published in the March issue of the 
American Economic Review. All the main papers and summaries by chairmen of all round 
table sessions are included in this volume of the proceedings. In some instances, publication 
of round table papers has been arranged elsewhere; when known, note is made of this fact. 


WEDNESDAY, DECEMBER 28, 1938 


10:00 A.M. (Joint meeting with the American Statistical Association) 
Topic: The Changing Character of Real Investment Outlets 
Chairman: I. L. Sharfman, University of Michigan 
Papers: Ralph J. Watkins and Glenn E. McLaughlin, University of Pitts- 
me David Weintraub, National Research Project; Morris A. Copeland, 
Central Statistical Board 


2:30 P.M. (Joint sessions with the American Statistical Association) 
A. Expansion and Contraction in the American Economy 
Chairman: Stephen M. DuBrul, General Motors Corporation 
Discussion: Oskar Lange, University of Chicago; Wendell D. Hance, Harvard 
University ; Waldo E. Fisher, University of Pennsylvania 
B. The Effect of Industrial and Technological Developments upon the Demand 
for Capital 
Chairman: F. S. Deibler, Northwestern University 
Discussion: Shelby Cullom Davis, Delaware Fund, Inc.; Henry H. Villard, 
University of Minnesota; Rollin F. Bennett, Columbia University 
C. The Réle of Public Investment and Consumer Capital Formation 
Chairman: Roy G. Blakey, University of Minnesota 
Discussion: Gerhard Colm, New School for Social Research; Ben W. Lewis, 
Oberlin College; G. Griffith Johnson, Jr., U. S. Treasury Department 
D. Income and Capital Formation (Joint session with the American Statistical 
Association and the Conference on National Income and Wealth Research)’ 
Chairman: W. Leonard Crum, Harvard University 
Discussion: Hildegarde Kneeland, United States Department of Agriculture; 
Simon Kuznets, National Bureau of Economic Research; George W. Ter- 
borgh, Federal Reserve Board 


5:00 p.M. Meeting of the Executive Committee 


8:00 P.M. Presidential Addresses (Joint meeting with American Statistical Association) 
Chairman: Frank A. Fetter, Princeton University 
Papers: Alvin H. Hansen,? American Economic Association; R. H. Coats, 
American Statistical Association 
THURSDAY, DECEMBER 29, 1938 
9:00 A.M. Business meeting 
10:00 A.M. 
Topic: Attributes and Market Tactics of Large-Scale Enterprise 
Chairman: Arthur R. Burns, Columbia University 
Papers: Edward S. Mason, Harvard University; Willard L. Thorp, Dun and 
Bradstreet ; Robert A. Gordon, University of California 


To be published in full by the Conference on National Income and Wealth Research. 
To be published in the March, 1939, issue of the American Economic Review. 
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HE purpose of the American Economic Associ- 

ation, according to its charter, is the encourage- 
ment of economic research, the issue of publications 
on economic subjects, and the encouragement of per- 
fect freedom of economic discussion. The Association 
as such takes no partisan attitude, nor does it commit 
its members to any position on practical economic 
questions. It is the organ of no party, sect, or insti- 
tution. Persons of all shades of economic opinion 
are found among its members, and widely different 
issues are given a hearing in its annual meetings and 
through its publications. The Association, therefore, 
assumes no responsibility for the opinions expressed 
by those who participate in its meetings. 

JAMES WASHINGTON BELL 
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THE PROBLEM OF INDUSTRIAL GROWTH IN A 
MATURE ECONOMY 


By GLENN E. MCLAUGHLIN AND RALPH J. WATKINS 
University of Pittsburgh 


I. The Main Question 


The general program of which this paper constitutes a part is concerned 
with the changing character of the American economy, with particular 
reference at this session to the subject of investment outlets. Preoccupation 
of economists with opportunities for investment is socially intelligible only 
in relation to the bearing of investment on industrial trends, i.e., on the 
question of the progressive evolution of the economic system on which we 
rely for the production and distribution of the goods and services required 
in the maintenance and upbuilding of our standard of life. It is clear, then, 
that the essential question before us relates to the workability of the 
American economic system under present-day conditions. This question of 
the workability of our economic system—which for want of a better term 
we may call a business enterprise system—is a broad one, but we venture 
to say that the survival of this system depends on satisfactory answers to 
‘two main questions: 

First, can the system produce a progressive evolution of the economy 
and the upbuilding of the standard of living of the American people? It 
will be seen that this question has to do with secular trends and prospects. 
Second, can the system solve the problem of economic instability, or the 
problem of recurrent periods of marked under-utilization of the factors 
of production—particularly the human factor? 

Although our own view is that the second of these questions is more 
crucial than the first in a consideration of chances of survival, we have to 
note that the present paper is concerned with the first of the two questions; 
namely, industrial growth in a mature economy, that is to say, with secular 
tendencies. 

II. Meaning of Maturity 


We shall not attempt here a precise formulation of the meaning of in- 
dustrial maturity, nor shall we undertake to explore the causes of maturity. 
In passing we do voice the surmise that such formulation and exploration 
vould lead one into a profound discussion of societal forms, of the emer- 
ence and disintegration of organizational patterns and techniques, and per- 
naps of the rhythmic surges of the human spirit itself. It scarcely needs be 
aid that neither this forum nor these authors would be appropriate for that 


ype of discussion. It is in point, however, to sketch some of the earmarks 
f industrial maturity. 
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earned as a result of the growing use of tools and machinery, both in agri- 
culture and in manufacturing. 

After 1840, the rise of the railroads absorbed large amounts of capital 
and stimulated the development of manufacturing and farming in the in- 
terior of the country. As extensive industrialization got under way, the pro- 
duction process became more “round about.”” Heavier investments were 
required because of the use of more complicated machinery and the intro- 
duction of a more detailed division of labor. Capital funds in manufactur- 
ing were estimated in census returns to have increased from 50 million 
dollars in 1820 to 250 millions in 1840 and to 1 billion in 1860. The 
outstanding branch of manufacturing in 1860 was the production of flour 
and meal, which alone accounted for one-fourth of the total value of 
manufactured products. The most notable fields for investment in the next 
forty years—i.e., up to the turn of the century—were the railroads, iron 
and steel, coal, meat packing, and machinery. In 1900, the value of iron 


j and steel products exceeded 800 million dollars, and the output of coal 


had risen to 212 million tons in comparison with 6 million tons in 1860. 


| From 1850 to 1900, the population of the country trebled, the production 
» of agriculture almost trebled, and the value of manufactures increased 
) clevenfold. The industrial giant was clearly striking his stride. 


The twentieth century has witnessed not only an accelerated pace in 
industrialization but also the rise of important new outlets for capital. 


} Prominent among these are the automobile industry, the electric equipment 


industry, the petroleum industry, the electric utility industry, and urban 
construction. 


IV. Evidences of Maturity 


Despite the phenomenal industrial gains in the American economy, there 
are increasing signs of retardation of both population and industrial growth, 
signs which suggest that the United States is approaching a stage of in- 


be attained within one or two generations, the most optimistic peak being 
set at 187 million people in 1980 and the most probable at 154 million in 
1980 (Chart I). Among nearly all major industries, there has been a 
notable slowing down in the rate of growth since the World War. In 


Coal production has tended to drop since the World War, and there has 
been a significant downward trend in railroad passenger traffic since 1920, 
the present traffic volume being only about one-half what it was at that 


time. Although production trends continue moderately upward in steel, 


jsome branches of the industry, notably rails and wire rods, are charac- 


terized by falling trends. Passenger automobile production was roughly 
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industry usually requires a revolutionary change in the industrial arts. 
Generally, only in the early stages of development is the introduction of 
improvements rapid. Technical progress, in other words, proceeds at a 
declining rate, because the possibilities of important changes are more and 
more difficult to uncover. In this connection, Mr. William S. Knudsen, 
president of General Motors Corporation, in his recent testimony before the 
Temporary National Economic Committee, stated that it was virtually im- 
possible at this stage in the development of the automobile industry that 
anyone would come upon a revolutionary invention.’ Likewise, Mr. Charles 


CHART II.—INDEX OF INDUSTRIAL PRODUCTION,* UNITED STATES, 1880-1938, WITH 
VARIOUS TREND PROJECTIONS TO 1980 


PROJECTION Basen ov Tra 
Teeno /voaementT Foe (923 


8. fRosECTION Sasem Tra 193! 
TReeno 


C. Gasae o~ Trane Firrao 
To 4919-37 Dara 


~ 
nN 


/880 Jo 20 3o #o Se so 
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F. Kettering, vice-president of the same corporation, stated, “I don’t see 
@ how that revolutionary thing could happen, especially in a highly de- 
|} veloped art like automobile manufacturing. You just can’t flash one of 
# those things out. We have made about 45,000,000 automobiles now and 
the engineers have scraped those bones pretty carefully.”* Although we 
@ have seen the development within recent decades of dramatic new indus- 
tries, such as the airplane, radio, air conditioning, and chemical industries, 
their importance has not been sufficient to affect materially the aggregate 
trend lines of industrial output (Chart IT). 
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trially speaking, the Pittsburgh district reached maturity about two decades 
ahead of the country generally. Pittsburgh had its years of rapid industrial 
growth in the seventies, eighties, and nineties of the nineteenth century 
and in the first decade of the twentieth century, whereas national indus- 
trial growth has continued until recent years to feel the stimulation of 
rapid industrialization of the newer centers in the Midwest, in the South, 
in the Southwest, and on the Pacific Coast. Many of those centers will 
doubtless continue to grow rapidly, but areas of rapidly growing indus- 
trialization are becoming smaller as proportions of the total national 


CHART III.—INDUSTRIAL PRODUCTION AND POPULATION: PITTSBURGH DISTRICT AND 
UNITED STATES, 1884-1938 
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Economic Development of the Pittsburgh District. The first manufac- 
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ers’ needs for manufactured articles. Railroad operation reduced trans- 
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anufactures. Thus, during the latter half of the nineteenth century west- 
Pennsylvania became firmly integrated into the national economy when 
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the rapid expansion of the iron and steel 
reases in coal production. Great Bessemer con- 
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. of steel for iron in the making of railroad rails 
Pittsburgh area was clearly in the stage of rapid 
the annual growth of industrial production in 
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about 1909 in industrial growth and indirectly in population growth. 
Although none of the new important industries which have developed in 
the United States in the past forty years have taken root in Pittsburgh, many 
of them have been large consumers of coal, steel, heavy machinery, and 
glass, in part obtained from western Pennsylvania. Aluminum, electrical 
equipment, and glass are three industries which have apparently not yet 
reached maturity in the Pittsburgh district and which have continued to 
exercise a stimulating influence on manufacturing activity—even though 


CHART IV.—PRODUCTION TRENDS IN SELECTED OLDER INDUSTRIES IN THE PITTSBURGH 
DIsTRICT, 1880-1938 


= 
ON 


- 


& 
| 

| 


&s 9s os /0 is 20 2s Jo Je 


overshadowed by coal and steel. Other forms of manufacturing which are 
gtowing rapidly are included mainly in the category of consumers’ indus- 
tries (Charts TV and V). 

Structural Changes in the Pittsburgh District. The major post-War 
changes affecting the industrial structure of the Pittsburgh district have 
been the decrease in coal production; the marked slowing down of ex- 
pansion in manufacturing output; exceedingly rapid increases in service 
activities; the continued shift of manufacturing operations from the nucleus 
city to the smaller industrial cities in the periphery, especially along the 
Ohio, Monongahela, and Allegheny rivers; the increasing centralization of 
the district’s service functions in Allegheny County, and mainly in Pitts- 
burgh; and in many counties the decreasing relative importance of em- 
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tensive development and expansion of local industrial concerns. On the 
other hand, industrial maturity seems to have brought with it greater like- 
lihood of under-utilization of labor and capital, greater susceptibility to 
wide cyclical swings in production and employment, and shortage of capital 
for social improvements. 

Pittsburgh became an important investment center at about the time that 
it began to show signs of industrial maturity. Indeed, somewhat earlier 
there were evidences that capital and men were moving from Pittsburgh 
mainly to the West, South, and Southwest to establish newer concerns in 
the steel, coal, and petroleum industries. With the arrival of full maturity 
after the World War, Pittsburgh’s need for “economic colonies” became 
acute, and large quantities of local savings—and War profits—were in- 
vested in other districts, primarily in steel and oil but also in sulphur, 
aluminum, glass, electrical equipment, food canning, public utilities, and 
a great variety of other forms of business. In part, outside investments have 
taken the form of branch plants of Pittsburgh-controlled concerns or of 
fellow subsidiaries where the Pittsburgh operating concern was controlled 
elsewhere. For example, large amounts of Pittsburgh profits must have 
gone into the development of the Gary steel district. More recently, the 
development of Pittsburgh as an important investment banking center, 
containing as it does one of the country’s major underwriting groups for 
the sale of new securities, has facilitated the flow of Pittsburgh savings 
through investment channels to all parts of the country as well as abroad. 

Industrial maturity and the absence of important new industries have 
meant that if Pittsburgh capital was to be invested locally it had to be 
used primarily in the further mechanization and rationalization of Pitts- 
burgh’s industries. This intensive investment is exemplified in the steel 
industry by the construction of continuous rolling mills, in the coal industry 
by mechanization of mining methods and transportation, and in the glass 
industry by the development of new manufacturing processes. Moreover, 
the turning back of capital into the same industry has required the careful 
study of investment opportunities and has led to the organization of large 
research laboratories in the district, particularly those in steel, coal, oil, 
glass, and aluminum. Some Pittsburgh capital no doubt is being used in 
the development of new local industries, but in such a mature area a large 
proportion of capital funds must be exported. 

In the peak year of 1929 there was considerable under-utilization of 
capital and labor. In most of the months of that year from 5 to 10 per cent 
of the workers were entirely without jobs. Moreover, those who had jobs 
suffered appreciable loss of working time in that year, being idle in vari- 
ous months from 4 to 16 per cent of the time. For the normally gainfully 
employed population as a whole, total unemployment and underemploy- 
ment of those with jobs have been estimated for 1929 as the equivalent 
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of total unemploy: f all workers, 14 per cent of the time. Average appeal 
overcapacity of luring that year was probably of the same MMM than a 
general order « le or greater. From 1929 to 1932 the declines ip quarte 
employment an vere drastic. For example, man-hours in manu. @ popul: 
facturing indust per cent from the 1929 average; and the vol- MM strong 
ume of industri: 1 declined 62 per cent. Total unemployment at In 
the low point (. ), according to published estimates, amounted § |argel: 
to almost 40 p yrmally gainfully employed population. in the 
Although th not entirely convincing, the fifty-five-year J of th« 
record of indu tion in the Pittsburgh district seems to indj- H% of caf 
cate that cyclical ve become more severe and that under-utiliza- § probl: 
tion has tended rer as the economy has become more mature. & soluti 
This relationshi ly not a chance one, because a sharp upward i afford 
trend in indust: n is exceedingly effective in wiping out the MM aggra 
effects of past er ment and in canceling the losses of depression, is alw 
Thus a given de t so tragic in its consequences if growth is so J and f 
rapid that the | k is destined to be exceeded in level by the fi be ac 
trough of the ne This relationship obtained in the Pittsburgh I growt 
district during t eighties, and nineties and into the nineteen § of raj 
hundreds up to 19 hereafter, the story has been painfully different, H green 
so much so that rough was lower than the trend value for 1901, §% Thus 
and the low mont 1938, was only slightly above the 1901 aver. § devel 
age. Certainly, i | that the greater industrialization and urbani- J accel 
zation that have ncreasing maturity have heightened the vul- 4 dep 
nerability of th pulation to cyclical swings. Moreover, the 3 impr 
growing relative netary expenditures—another concomitant of J cram 
maturity—has } | the effect of increasing both intensity of § trict. 
cyclical fluctuatic rability to depression. not f 
Economic Out Pittsburgh District. In summary, the economic J possi 
outlook for the | listrict is that of a mature economy. No great i of th 
change appears Ii present annual increment of about 0.5 per i it is 
cent per year in t ndustrial production, and the rate of popula- the p 
tion growth in tl 1.4 per cent per year is almost certain to be J 9 th 
lowered. The ne acceleration of industrial growth adequate to sup- 
port an annual population in the Pittsburgh district of 1.4 
per cent per yeat ppear imminent. Unless the area witnesses At 
another great ex] rvice occupations, the basis for which is not J case 
in sight, continue: ther districts appears probable. ence 
Pittsburgh’s in re old and basic. They are dependent on such J the | 
a great variety of industries that only a general outburst of J ther 
national productive act likely to lead to a material increase in their ing 
rates of growth. M new industries of considerable size do not J the | 
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appear to be in prospect in the district in the immediate future, not more 
than a continuation of the slow-growth trends established during the past 
quarter of a century can be expected. Consequently, unless the rate of 
§ population growth drops or migration from the area continues, there is a 
strong probability of a slow decrease in per capita income. 

In the Pittsburgh district, the demand for capital will probably be 
largely for the purpose of making replacements. Excess savings are likely 
in the main to be invested in other areas as in the past three decades. One 
of the major problems of industrial maturity is likely to be the shortage 
of capital for improving social conditions. Many social and governmental 
| problems created during the boom stage of development have been left for 
solution in the stage of industrial maturity—when the cost can be least 
afforded. Moreover, the very effort to solve these problems is likely to 
aggravate their nature. When a region reaches industrial maturity, there 
is always the danger that industry may begin to move away from the area 
and from the problems which it has created, a movement that may likely 
be accelerated by efforts to solve those social problems created by prior 
growth. Further, those who have retained much of the profits of the period 
fof rapid growth are likely to move along with their savings to other and 
gteener pastures or at least to send their capital to more promising fields. 
Thus the social consciousness that develops with industrial maturity may 
levelop too late for effective action. Its very development may, in fact, 
accelerate the processes of decay; and what was a mature area may become 
a depressed and stranded area. Some of these problems with respect to the 
improvement of living conditions and with respect to the solution of gov- 
ernmental problems threaten to become acute ones in the Pittsburgh dis- 
trict. Adequate housing and civic, recreational, and health facilities were 
not provided when the area was producing wealth rapidly. It may be im- 
possible to provide these services at a time when most of the capital funds 
of the area are invested elsewhere. “It may be later than we think,”’ but if 
it is too late—within the framework of an enterprise system—then from 
the people of that area we can, in our judgment, expect increasing pressures 
} in the direction of public and joint private and public investment. 


VI. Conclusions 


Attention has been devoted in this paper to the Pittsburgh district as a 
case study in industrial maturity, in the conviction that Pittsburgh’s experi- 
ence with industrial maturity during the past three decades is instructive to 
the nation; that the sorts of social and economic problems encountered 
there are likely in some degree to be met with in the nation over the com- 
ing years. In order that we may bring into sharp relief what we consider 
the lessons of that experience, we shall now attempt to outline some of the 
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problems of indu iturity that we anticipate will require the attention 
of those in indu | government who must concern themselves with 
economic and social | 

1. Slowing do f industrial trends means a diminished opportunity 
for investment an ragement to initiative. 

2. Under the stances investors become increasingly cautious and 
conservative; in\ t is primarily for replacement and for the more 
intensive use of ca through mechanization and improvement of Alm 
processes. ment a 

3. Both invest | enterprisers turn their attention to more promising volved 
fields elsewhere, ti ng “economic colonies’ for investment and de. chet 
velopment. Ind 

4. These tend her aggravate the problem of industrial growth empha 
since they tend t rive the economy of both capital funds and aggres. jm ‘Yt*™ 
sive enterprisers transpt 

5. The slowing process of industrial maturity is likely to be es- and, 1 
pecially devastatins ffects on real estate values, leading to stagnation im "*"SP 
or retrogression i lues and thereby cutting off the flow of invest. 
ment into constru th a consequent further depressing influence on adopte 
industrial trends repres 

6. Industrial ma is likely to bring with it more serious and more je *'U“ 
frequent periods of r-utilization of the factors of production. ment ' 


7. Shortage of « for social improvements develops just at the — 
time when social conscio 3s emerges to demand such improvements. The meet 
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political pressures rting these demands are likely to lead to measures 
which further unde: that economy or weaken its position with respect 
to other economi h stand in a competitive relation to it, either as 
investment outlets o1 irket outlets. was 
In short, it is probably fair to say that an enterprise system functions indus 
best in an expandi conomy; and that the appearance of industrial ma- ates 
turity raises prof questions concerning the ability of an enterprise Je 
system to produce a res evolution of the economy under conditions J *"' 
of maturity. We | that it is essentially these questions which lie be- a 
hind the transforn f economies throughout the world in recent years “ a 
—transformations 2 increasing public participation. The problem he 
of the American « to adjust itself to these influences and at the F | 
same time to preserve the maximum benefits of an enterprise system. This . . 
problem is not a s ; rather, it will require co-operation of a high ° 
order between industr government—industrial statesmanship as well _ 
as political statesma: 
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EFFECTS OF CURRENT AND PROSPECTIVE TECHNOLOGICAL 
DEVELOPMENTS UPON CAPITAL FORMATION" 


By Davip WEINTRAUB 
National Research Project, Works Progress Administration 


I 


Almost all changes in industrial techniques call for some sort of equip- 
ment and imply some measure of capital outlay. The volume of outlay in- 
volved depends in each instance upon the nature of the change, the char- 
acter of the equipment, and the scale on which the change is introduced. 

In discussions of past technological progress, the changes that are usually 
emphasized are the revolutionary innovations: the emergence of the factory 
system, machine production and steam power, the development of railway 
transportation, the rise of the steel industry, the coming of electric power, 
and, in our day, the growth of modern chemical industries and motor 
transportation. All these technological changes involved capital expendi- 
tures in more than one way. As they were introduced and gradually 
adopted, they called for heavy new capital outlays, especially when they 
represented the rise of new industries. Even when they resulted in the sub- 
stitution of new for old practices, they required an enormous net enlarge- 
ment of capital equipment; and as the demand for the new products grew, 
additional capital was required for an expansion of plant and equipment to 
meet that increased demand. 

Indeed, when viewed in broad historical retrospect, the march of tech- 
nological progress appears as a succession of revolutionary innovations. 
It was accompanied by a growth in the volume of physical capital both 
per unit of labor employed and per unit of output. The capital-equipment 
industries grew at even faster rate than industrial production, and the 
industries producing capital goods acquired in all industrial countries an 
increasingly leading part in the total economy. Since the number of per- 
sons engaged in the production of capital goods became a larger and larger 
proportion of the total gainfullly occupied population, consumers’ demand 
and, consequently, all production became increasingly dependent upon 
developments in the capital goods industries. 

More recently, however, there has been observed a growing importance 
of technological changes which result in a much smaller demand for capital 
goods although their effect in increasing the productivity of labor, reducing 
unit costs of production, and improving plant capacity continues to be 
considerable. These technological changes are directed primarily at im- 

‘In the preparation of this paper I was assisted by Alexander Gourvitch to whom I am 
also grateful for penetrating criticism and constructive suggestions. George Perazich sup- 


plied much of the illustrative material. Mr. Gourvitch and Mr. Perazich are both members 
f the research staff of the WPA National Research Project. 
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trial technology in contradistinction to the earlie: 
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in regard to many diverse types of equipment of a general use such as in- 
dustrial locomotives and power shovels, as well as of such specialized 
quipment as cement kilns, roller mills in flour milling, or milling equip- 
ment used in the recovery processes of various mining industries.* 

Aside from the fact that the availability of large-capacity equipment 
provided the technological basis for the tendency toward a concentration 
of production in fewer and larger plants, the trend toward larger-capacity 
units was accornpanied by decreases in equipment expenditures per unit of 
capacity. For instance, a report of the Federal Power Commission’ shows 
that steam power units installed in central stations during the period 1931- 
34 averaged over 30,000 kilowatts in capacity as against approximately 
15,000 kilowatts per unit in 1921-25. The original investment per unit 
of capacity is a great deal smaller for large steam-electric generating sta- 


Stions than for small ones, ranging from $135 to $150 per kilowatt for 


stations of a capacity of 2,000 kilowatts to $92 to $115 per kilowatt for 
stations of 200,000 kilowatts.° The cost per unit of capacity in the case 
of boilers capable of producing one million pounds of steam per hour is 


® less than one-half that of a boiler with one-tenth that capacity.’ 


Likewise, in Diesel plants investment per unit of capacity varies inversely 
with the capacity, declining from $230 to $106 as the capacity increases 
from 100 to 10,000 kilowatts.* In the flour-milling industry the cost per 
unit of capacity of a roller mill with an hourly capacity of 50 bushels is 
twice that of a larger mill with a capacity of 115 bushels.* The cost of 
spiral screw conveyors used in flour mills declines from $2.83 per unit of 
capacity (100 bushels per hour per foot) on small conveyors with a capac- 


lity of 60 bushels per hour per foot, to $0.23 as the capacity is raised to 


1,000 bushels per hour per foot, and to $0.10 for conveyors of a capacity 
of 4,500 bushels per hour per foot."° 

Again, wherever large-capacity electric motors are required, similar econ- 
omies in investment per unit of motor capacity are secured as the capacity 


‘Thus in the case of industrial-type gasoline locomotives the average size of individual 
units sold in 1932-36 was 11.4 tons as compared with 7.4 tons in 1924-27. The average 
dipper capacity of power shovels sold to mining industries by a representative group of 
companies in 1932-36 was 3.28 cubic yards; this compares with an average capacity of 
2.51 cubic yards for the years 1928-31, of 1.90 cubic yards for 1924-27, and of 1.73 cubic 
yards for 1920-23. In the flour-milling industry the average size of roller mills introduced 
n the years 1930-34 was approximately 22 per cent higher than of those introduced in 
1920-24 (field data of the National Research Project). For other illustrations see, for 
example, the following WPA National Research Project reports done in co-operation 
with the U. S. Department of the Interior, Bureau of Mines: A. V. Corry and O. E. 
Kiessling, Grade of Ore (Report No. E-6, Aug., 1938) and A. P. Haskell, Jr., and O. E. 
Kiessling, Phosphate-Rock Mining, 1880-1937 (Report No. E-7, Nov., 1938). 

* National Power Survey: Interim Report, “Power Series, No. I” (1935), pp. 22-3. 

* Electrical Engineers’ Handbook, Vol. 4 (1936), section 13, pp. 12-3. 

‘ Power Plant Engineering, Vol. 41 (Jan., 1937), pp. 27-9. 

* Electrical Engineers’ Handbook, pp. 33-4. 

* Based on manufacturers’ catalogues. 

Based on manufacturer's catalogue. 
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of the motor 11 Even in agriculture, which is characterized by 
small-scale enter] ere is a clear tendency toward increasing size of 
implements a1 hines with declining investment per unit of capacity." 

While the tra to large equipment units means a smaller capital 
outlay per unit of capacity, it permits at the same time further economic; 
in the utilizat he equipment. In many cases large-capacity equipment 
will, for instan ify the use of refinements and of auxiliary devices 
which result in improved efficiency of operation. The advantages of large. 
capacity units > often due to greater mechanical efficiency.'* Further. 
more, the opera f large machinery involves the use of a considerably 
smaller amoun | and also of labor per unit of capacity or of output 
than is called f the operation of smaller equipment units. 

In addition to lirect economies brought about by the introduction 
of large-capac there are indirect ones, such as those associated with 
installation t of capacity. Floor space required per unit of 
capacity is much smaller for larger than for smaller units. Saving in floor 
space clearly . smaller volume of plant construction to secure a 
given productive ca There are similar economies in transportation 
costs per unit of « ity as larger capacity units are used. 


“ The price | f 500 r.p.m. Westinghouse motors of the squirrel-cage 
type declines fr tor of 250 hp capacity to $6.20 for a motor of 1,000 hp; 
for motors of tl ype the price declines from $12.00 to $7.80 as the capacity 
is thus increase supplied by the Westinghouse Company.) 

“The retail | rawn sulky plow with one 14-inch bottom in 1936 was 
$84.75 as again gang-plow with two 14-inch bottoms; that of a horse-drawn 
6-foot disk hart mpared with $68.00 for an 8-foot disk harrow; that of 
a 1-row horse-d $66.75 as compared with $101.75 for a 2-row cultivator. 
The price of a t foot disk harrow was $102.50, and that of an 8-foot disk. 
harrow, $120.25 foot grain binder, $344.07, and that of a 10-foot binder, 
$350.74. Prices pment are higher than those of horse-drawn equipment 
of the same wo! fference ranging from $128.00 and $125.00 for a gang. 
plow with two 1 to $120.25 and $68.00 for an 8-foot disk-harrow; but the 
tractor-drawn m re carefully and strongly built, so that it either lasts 
longer or is used tal acreage of crop. (Information supplied by International 
Harvester Com} trends toward increasing use of larger implements and 
machines see the VPA National Research Project reports published under the 
general title Cha y and Labor Requirements in Crop Production: L. K. 
Macy and Others Report No. A-1, Aug., 1937) ; H. E. Knowlton and Others, 
Potatoes (Report M 38); L. K. Macy and Others, Corn (Report No. A-5, 
June, 1938); W 1 L. E. Arnold, Cotton (Report No. A-7, Sept., 1938) ; and 
R. B. Elwood an ut and Oats (Report No. A-10, in press). 

* Thus engine f noncondensing turbines are approximately 65 per cent for 
units of 1,000 kv it for those of 4,000 kw. In the 1937 models of Westing- 
house electric m the efficiency of the squirrel-cage-type motor varies from 
76 per cent to ‘ ipacity of the motor increases from 1 to 250 hp, and 
it attains 93 per f 1,000 hp; for motors of the wound-rotor type the 
efficiency rises ft t 1 per cent as the capacity increases from 5 to 250 hp 
and to 93 per cent ty of 1,000 hp. (Information supplied by Westinghouse 
Company. ) 

The average « v boilers installed in central power stations in the period 
from January 1, 1937, was found to vary from 84.6 per cent in boilers 
having a capacity ) pounds of steam per hour to 87.2 per cent in boilers 
of a capacity of and over; for boilers installed in the same period in 
industrial plants > range is from 81.6 per cent to 84 per cent. (Compiled 
from Power, Sept 
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The obvious implication of the trend toward larger-capacity equipment 
is that during the recovery period after 1933—as idle plants were being 
put into operation and as old obsolete machinery was being replaced—con- 
siderably smaller capital outlays and less construction of equipment were 
equired than in the middle twenties to secure the same or even an in- 
reased volume of output. 

Closely associated with the increasing use of larger equipment units has 
been the growing importance of industrial measuring, recording, and con- 
trolling devices. In a great many cases the use of large units has been made 
possible only through the development of proper controlling devices. 
Automatic controllers have helped, for example, to overcome the difficul- 
ties of proper manual control of large machine tools. The operation of 
equipment such as that used in petroleum refining would hardly have been 
possible without the use of such instruments. The development of control- 
ling devices whose function it is to safeguard machinery against breakdown 
and excessive wear has served to offset the capital losses which are greater 
on breakdowns of larger than on smaller equipment units. 

During the period of expansion of industrial activity after 1921, the in- 
stallation of measuring and controlling devices took place at a more rapid 
rate than the installation of other industrial machinery. For each $1,000 
invested in industrial machinery in 1921, approximately $5 went into the 
production of instruments; by 1929 the ratio had increased to $10. Then 


jas the depression set in and the production of all equipment, including 


instruments, declined, the proportion of instruments to the total continued 


to grow, and the ratio advanced to $15 per $1,000 in 1933." 


These increasingly important industrial instruments represent a type of 
equipment which is relatively inexpensive and serve to contribute sub- 


§ stantially toward reducing costs of production and toward increasing effec- 


tive capacity of equipment already in use, thus obviating the installation of 
new machinery. As a safeguard against breakdown, instruments serve to 
teduce the volume of repair work. Through securing uniformity of opera- 
tion, they help minimize the wear of machinery and extend its normal life. 
For instance, it has been estimated that the installation of rolling-mill pres- 
sure blocks, which were introduced about 1930, can save about $45,000 


§ in the repair and maintenance charges in a mill producing 400,000 tons 


of rolled steel per year. Again, it was found in a test case that boilers under 
hand control had to be rebricked every three months, while with instrument 
control no rebricking was required, even once a year.*® 


“George Perazich, Herbert Schimmel, and Benjamin Rosenberg, Industrial Instruments 
and Changing Technology (WPA National Research Project, Report No. M-1, Oct., 1938). 

“Maintenance of Automatic Control,” Chemical Age, Vol. 32, No. 816 (Feb. 16, 
1935), pp. 147-8. 

In petroleum refining, cracking units a decade ago had to be cleaned and overhauled 
every four or five days; at present, runs of thirty to sixty days are common practice. The 
tremendous decline in maintenance and repair work on cracking units may Be attributed 
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in central stations using pressures of 1,000 pounds and over and about 
30 per cent of all turbine capacity installed using pressures above 400 
pounds.?* 

In the field of machine construction, improvements in the composition 
of metals, together with mechanical changes, have resulted in the past few 
years in increasing very substantially both the productive efficiency and the 
durability of the machinery, with a heavy decrease in capital requirement 
per unit of productive capacity of industrial equipment. The availability 
of free machining steel has been one factor. The introduction of chromium 
plating in tool and die making, as in the automobile industry, has been 
another."* The life of various tools and parts is reported to have been 
extended from 3 to 20 times through chromium plating; moreover, the 
process imparts to them a great salvage value as they may be replated sev- 
eral times.?® 

A particularly significant development under way is the growing use of 
new material for cutting tools, first in the form of tungsten carbide, intro- 
duced into this country in 1928, and now tending to be replaced by a mix- 
ture of tungsten and tantalum carbides. The use of this material results in a 
tool of greater hardness, able to withstand the wear of high-speed machine 
utting, with a great resistance to high temperatures. Introduction of these 
atboloy tools has brought about increased speed of operation, increased 
feed, and longer life between sharpenings.*° 

The use of these high-speed tools calls for a heavier type of machinery. 
Their introduction therefore requires some changes of and additions to the 
basic equipment of the machine construction industry. Likewise, installa- 
tion of new equipment is implied by the further development of automatic 
operations in machine building which has marked the past few years.”* 

On the other hand, there have been developments in machine construc- 

"Computed from Power, Sept., 1937. 

“Chromium plating had been discussed in 1928, but it was not until a few years later 


that it began to be applied on an extensive scale. 
” Mortimer Le Fever, Abstract of Report on Technological Changes in the Motor Vehicle 


BIndustry and Its Effects on Labor, unpublished manuscript, 1932; Joseph Geschelin, ‘‘Chro- 


mium Plating Cutting Tools Multiplies Their Wear Life and Saves Man-Hours,” Automotive 
Industries, Vol. 66 (May 21, 1932), pp. 748-51. 

* Thus on a brass-plug job the number of pieces that can be finished between sharpening 
was increased, through the substitution of carboloy tools, from 200 to 15,000 (American 
Machinist, Nov. 23, 1932, p. 1138). In work on phenol resins, carbon-steel saws must 
be removed and resharpened after cutting 60 feet of resinoid one-half inch thick; a 10-inch 
saw fitted with 14 carboloy teeth cuts approximately 10,000 feet of material without 
refitting, and its introduction permitted a daily volume of cutting larger than the monthly 
volume attained by former methods (American Machinist, Feb. 5, 1931, p. 234). In one 
automobile plant where 33 lathes were formerly used to turn and groove pistons, with 
1 man running 3 lathes, the introduction of the carboloy cutting tool enabled the same 
production to be maintained with 20 lathes and 1 man operating 4 lathes. (Preliminary 


B Report on Regularization of Employment and Improvement of Labor Conditions in the 


— bile Industry, National Recovery Administration, Research and Planning Division, 
Mar., 1935, p. 8.) 

~ The introduction of Keller automatic milling attachments, of power feeds, of station 
control, and of hydraulic chucking. 
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ity of products. These improvements were frequently accomplished with- 
out any capital expenditures or with relatively small ones. In the beet sugar 
manufacturing industry, for example, improved chemical processes con- 
tributed to the increased productivity of the plants, raised the proportion of 
the sugar extracted from the beets, and increased the capacity of the plants.*° 

Improvements in paints, varnishes, and lacquers, as well as the develop- 
ment of corrosion-resistant steel alloys and plated steels, have contributed 
both toward the improved quality of the automobile and toward greater 
efficiency in its manufacture; the development of cellulose lacquers, for in- 
stance, has cut down the time required to finish a motor car (through re- 
ducing the drying time) from twenty-six days to a few hours, with a 
huge saving on inventories and storage space. 

Where improved paints are used as protective coating for metals, these 
improvements have been quite significant in prolonging the life of various 
types of equipment, such as tanks, mixers, and the like. It is claimed that 
by using recently developed paints and new methods of application on 


metals, the life of the metals can be extended as much as 100 per cent. 


In many branches of mining, chemical improvements contributed to sub- 
stantial increases in the proportion of mineral content recovered per ton of 
ore mined. Improved concentration processes employing a variety of re- 
agents*® not only increased the output of minerals per unit of labor but 
made possible the utilization of inferior ores, increased the capacity of the 
mines, decreased the ratio of capital required per unit of mine capacity, 
and reduced the amount of power consumed per unit of product.”* 

Chemical and biological improvements in the field of agriculture have 
contributed greatly toward the maintenance of yields in the face of blights 


} and pestilence, the improvement of the fertility of the soil, and the develop- 


ment of disease-resistant varieties. Although the dollar and cent value 
of these improvements cannot be measured, it seems more than reasonable 
that the maintenance of production without the aid of these chemical and 
biological advances would have required very much larger capital outlays 
for the cultivation of larger acreages with consequent increased expenditures 
for structures, equipment, and power. 

The results of chemical research are of course also responsible for the 
development of a large variety of new products. Many of these new prod- 
ucts are, however, the results of the utilization of materials formerly re- 

*Raymond K. Adamson and Miriam E. West, Productivity and Employment in Selected 
Industries: Beet Sugar (WPA National Research Project in co-operation with National 
Bureau of Economic Research, Report No. N-1, Oct., 1938). 

“See Statistical Appendix to Minerals Yearbook, 1935 (U. S. Dept. Int., Bur. Mines, 
1936), pp. 48-9, 

" For illustrations of some of the effects of chemical improvements in the mineral indus- 
tries see the following WPA National Research Project reports done in co-operation with 


the U. S. Department of the Interior, Bureau of Mines: F. G. Tryon and Others, Technology 
i the Mineral Industries (Report No. E-1, Apr., 1937) and Haskell and Kiessling, 


Cit, 


24 


garded as indu 


additional expe! 


existing equip! 
tion of the exist 
In addition 


has taken place 


be referred to a 
some measure 
adjustment of 
or for less con 
to be attained, 
sence of improv 
Improvemen 
On the one ha 
to increase the 
ing instance of 


sion’”’ or stretch-« 


have been cont 
production. TI 
machine devel 
type of machi 
many years, c 
effected throug 
industry partic 
provements in 


depression, wit! 


in direct and 


* Machine op 
time, the remait 
layout from the 


of individual elect 


rearrangement of 
in the amount of 
systems of Sho] 
search Project in 
Report No. B-5 
” The reconstt 
30 per cent inc 
auxiliary equipn 
sides of the line 
the costs of han 
20 per cent in t 
enameling on tru 
from 180 to 12 f 
of lacquer, and 
pneumatic equip 
at least 25 per « 
the open air, an 
line, and this 1 


inside railroad 


onomic Association 


frequently can be produced with very little 
equipment, while some are produced with the 
it in little more than improved capacity utiliza. 


il and chemical advances mentioned, there 
hanges which, for want of a better term, may 
mprovements of this class involve, as a rule 

in the way of additional installation or of 
lant and equipment. They may call for more 
t for a volume at all proportional to the result 
utilization of plant and equipment is the es. 


these lines. 


re have continued throighout the depression 


; been further application of methods designed 


y of the individual worker; the outstand- 

he greatly expanded use of the “labor exten- 
the textile industries. On the other hand, there 
nts along the line of better organization of 
garment industry where practically no nev 
taken place in recent years and where the 
of operation have remained unchanged for 
ngs in labor have been and are about to bk 
hanges of factory layout.** In the automobile 
ther manufacturing industries as well, im 


ppear to have been greatly stimulated by the 


tter continuity of the flow of work and savings 


r, equipment, floor space, and inventories.” 


requires only 15 to 30 per cent of the total labor 
marily to material handling. The change in the 
traight-line system is based upon the substitution 
iriven machinery. This, together with an appropriate 
acceleration of the production process, a reduction 
ials, and a reduction of inventories. N. I. Stone 
Cotton-Garment Industry.” (WPA National Re 
‘f Labor Statistics, U. S. Department of Labor, 


k-building plant in 1931, which resulted in: 
lved only the installation of some subsidiary and 
final assembly line, enabling workmen on both 

in easy reach, yielded a saving of 60 per cent 
of a chain conveyor on the assembly line saved 
efficiency of the line; substitution of lacquering for 
space needed on the assembly line for this work 
heat and space that more than offset the higher cos 
irying period; high-cycle electric tools replace! 

line, with a gain in efficiency said to have bec 
x freshly painted truck bodies and cabs to dry i 
ing oven was installed directly over the conveyo! 
‘rom three or four hours to twelve minutes; 
to receive incoming materials, which are the 


storas 


to be 


instal 
devic 
of m 
ment: 


ductit 


|_| 
| Int 
| athe 
have 
T 
of t 
| faci 
lishe 
4 eco 
incre 
| cen 
is, h 
| 
picke 
i lines, 
In 
of al 
j was 
floor 
(Joh 
In 
unit 
Bfor t 
Main 
Lil 
At 
two 
Ba rea 
ment 
ment 
| 
in 19 
of is 
econc 
In 
const 
ductic 
bulk. 
use ¢ 
the c 
capac 
by m 
the 


er cost 
eplaced 
re been 
dry in 
ynvevor 
tes; 20 
re then 


Effects of Technological Developments upon Capital Formation 25 


In the mineral industries, too, continued improvements in ventilation and 
other conditions of work through the installation of auxiliary equipment 
have contributed to the recent increases in productivity. 

There has also been a general tendency toward the installation of a variety 
of types of equipment designed to improve the utilization of existing plant 
facilities through the installation of attachments for making machine opera- 
tions more efficient and more flexible. Such equipment is auxiliary to estab- 
lished production processes and requires small capital outlays relative to the 
economies achieved. Savings of capital are particularly marked when the 
increased capacity resulting from the installation of this equipment is sufhi- 
cient to meet demands for increased production. Equipment of this type 
is, however, also frequently introduced during periods of low production 
levels when unit-cost reductions and economies in labor utilization are 
the primary objectives.*° The economies in the use of capital may then be 


picked up by overhead cranes and delivered to points along the assembly or subassembly 
lines, with a resulting protection of parts from ravages of the weather, elimination of 
storage requirements for parts, and saving in floor space which permits completed trucks 


Sto be stored inside the building. (Iron Age, Aug. 16, 1931, pp. 366-9.) 


In 1933 Cadillac, by changing the layout and concentrating on one floor the production 
of al! axles, motors, and transmissions, previously scattered on two, three. or four floors, 
was able to save enough space to bring in La Salle production as well, while leaving one 
floor vacant and to effect substantial savings in handling, supervision, lighting, and services. 
(John Buser, in Factory Management and Maintenance, Apr., 1935, pp. 148-59.) 

In 1934 Packard, through changing the layout, cut nearly in half the floor space per 
unit of output and was thus enabled to vacate an entire building, which was made available 
for the production of a new line of cars. (Alvan Macauley, in Factory Management and 
Maintenance, Jan., 1935, pp. 4-6.) 

Likewise, at a plant of the Western Electric Company a change in layout—substitution 
of straight-line for functional manufacture—resulted in a reduction of investment in raw 
materials and processing stock by more than one-half; of piece-part investment, by about 
70 per cent; of floor space, by 17 per cent; and of manufacturing interval, by about 87 
per cent. (R. H. Patchen, in Factory Management and Maintenance, Feb., 1934, pp. 47-52.) 

At the Westinghouse plant in Pittsburgh the output of two departments was increased 
two and one-fourth and two and one-half times. with no increase in the labor force, through 
a rearrangement of the machines combined with the installation of some auxiliary equip- 
ment in the shape of conveyors and hoists or cranes. (C. G. Johnson, in Factory Manage- 
ment and Maintenance, Mar., 1934, pp. 114-6.) 

* In the brick industry the most recent important technological change was the introduction 
in 1932 of de-airing equipment, which improves the quality of the brick, permits the use 
of inferior clays, reduces spoilage, increases fuel economy, and brings about a more 
economical utilization of the labor force. As the industry began to recover after 1933, new 
installations of machinery consisted almost entirely of these auxiliary and rather inexpensive 
devices; sales of de-airing equipment accounted for 80 to 90 per cent of the total sales 
of machine-house equipment to the brick industry in the years 1933-36. Other improve- 
ments along these lines involve increased electrification and such changes as the intro- 
duction of roller bearings into the machinery. (WPA National Research Project report on 
“Mechanization in the Brick Industry,” in preparation by A. Van Tassel and D. Bluestone.) 

In the cement industry increased productivity was achieved partly through changes in 
construction of grinders resulting in increased grinding areas and also through the intro- 
duction or increased use of equipment auxiliary to the kiln, of portable and highly flexible 
bulk-cement pumps, and the substitution of closed- for open-circuit grinding, with the 
use of air separators as a means of controlling the fineness of the product and reducing 
the cushioning effect of fine particles in the mill; the latter device has increased the mill 
capacity in some cases by as much as 25 to 50 per cent, while reducing power requirements 
by more than 25 per cent. (WPA National Research Project report on “Mechanization in 
the Cement Industry,” in preparation by George Perazich and S. Woal.) 
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ments have continued after 1929 as well.** Fuel savings have been achieved 
by the recovery and use of by-product fuels formerly wasted, such as coke- 
oven, blast-furnace, or refinery gases; by the use of devices for retrieving 
the heat formerly lost in stack gases or hot products and using it for 
preheating raw materials and air for combustion or for generating steam; 
by reductions in heat and power requirements through adoption of speedier 
and more continuous methods of manufacture; by the prevention of heat 
losses through insulation, seals against cold-air leakage, and by other 
devices; by improved techniques for more efficient transfer of heat and 
power; by more efficient generation of power through the use of the “top- 
ping” technique; and by the improvement of operating conditions with the 
wider use of control instruments.** A mere listing of the methods adopted 
indicates that the capital outlays involved must have been small relative to 
the savings achieved. 
Ill 

The technological changes discussed thus far do not, of course, repre- 
sent an inventory of technological improvements of the last decade. They 
ate, however, important developments which appear to have been instru- 
mental in increasing the productivity of labor and in improving the pro- 
ductive capacity of plants and industries with relatively small outlays for 
capital goods. The concentration of demand for machinery and equipment 
requiring relatively small capital outlays and the marked decline in the 
capital-goods-producing industries since 1929 are, of course, characteristic 
depression phenomena. Students of the business cycle have long ago drawn 
the distinction between the types of technological change which tend to be 
introduced in the different phases of the cycle. 

However, it is well to keep in mind two facts; namely, that technological 
progress continually aims at increasing the productivity of both capital and 
labor and that one difference between the effects of technological change 
on capital and on labor in a particular industry is that labor requirements 
per unit of product tend to decrease continuously while capital require- 
ments per unit of product are at first increased, as manual operations are 

Railroads, which are the largest single industrial users of fuel, have reduced the coal 
used by steam locomotives per 1,000 gross freight ton-miles from 174 pounds in 1920 to 
119 pounds in 1936, or 32 per cent. During the same period, central electric power stations 
have reduced the use of coal and coal equivalents of other fuels from 3.04 pounds per 
kilowatt-hour to 1.44, or 53 per cent, the largest reduction among industrial users of fuel. 
Iron blast furnaces have reduced fuel used per ton of product by 15 per cent. Since 1919 
cement plants have reduced fuel used per barrel of product by 15 per cent, and petroleum 
refineries have reduced the fuel used per barrel of crude run to stills by 24 per cent. 
These industries account for about two-fifths of the consumption of bituminous coal in 
the years 1919-35. (Nicholas Yaworski, Vivian Spencer, Geoffrey A. Saeger, and O. E. 
Kiessling, Fuel Efficiency in Cement Manufacture, 1909-35, WPA, National Research 


Project in co-operation with the U. S. Department of the Interior, Bureau of Mines, report 
No. Es, Apr., 1938.) 
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sbout $25,000,000 in 1920 to over $120,000,000 in 1931 and about 
$175,000,000 in 1938." 

However, it should be borne in mind that the types of problems which 
ure the subject of research in the industrial-research laboratories of today 
ae designated largely by the entrepreneurs and not the technicians and 
that the technological developments which emanate from these laboratories 
are primarily designed to safeguard and improve the investment of the 
enterprises which finance the research work.®*° It is thus not surprising that 
industrial research has largely resulted precisely in improvements of the na- 
ture discussed in this paper; that is, improvements requiring lower capital 
expenditures per unit of capacity since they afforded better utilization of 
raw materials or greater durability of equipment. There is evidence, how- 
ever, that the emphasis in industrial research has shifted from problems 
concerned with reducing costs to the development of new products and new 
applications of old products. New industries, like radio, air conditioning 
and mechanical refrigeration, and aviation and new developments in such 
industries as rayon and others have been an outgrowth of industrial re- 
search laboratories. 

The emergence and growth of these new industries created new demands 
for capital goods.** So did some of the old industries which experienced a 
technological renovation. Such a renovating process on a scale almost tanta- 
mount to the rise of a new industry, with a heavy demand for capital equip- 
ment, is going on right now in the steel industry. Recent large capital ex- 
penditures in this industry are accounted for in part by the growing installa- 
tion of continuous strip mills and the developments in stainless steel and 


“WPA, National Research Project report on “Growth of Industrial Research,” in prep- 
aration by George Perazich. 

“In 1938 about 3 per cent of the companies reporting industrial-research laboratories 
employed 50 per cent of the total research personnel. 

“The growth of the rayon industry has not been interrupted by the depression. Total 
annual production has more than doubled since 1929, as a reflection of continuous technical 
improvement. The quality of the product has been constantly improved. The success in 
producing dull-lustre yarns has aided in the extension of the market for rayon. New appli- 
cations of the product have been developed. Costs of production have been cut about 50 
per cent, and so have prices, as average output per man-hour has more than doubled. 
Lower-priced wood pulp has been displacing cotton linters as material in the viscose 
process, and continuous progress has been made in the recovery of raw materials, especially 
f acetone and acetic acid in acetate manufacture. 

The growth of production has implied, of course, a heavy quantitative expansion of 
plant and equipment, mainly in the shape of new large-scale establishments. On the other 
hand, improvements in technology have not, in the past few years, of themselves involved 
capital outlays in proportion to the increased productivity attained, with the one exception 
t the continuous-process machines which are now, after several years of research and 
experimentation, beginning to be introduced into the industry. Otherwise, the cost reduc- 
tions of the past few years have been achieved through refinements of detail in processing 
nd spinning machinery, improvements in precipitating bath composition and in washing 
procedure, more accurate technical control, and the use of more uniform and purer materials. 
Large-scale production permitted mass-production methods to be developed and efficiently 
applied through improvements in plant layout and in planning and supervision of production 
and through the installation of larger-capacity equipment, with decreased capital costs per 
unit of production. 


\ 
ice 
d 
on 
ler 
its 
fa 
gh 
ts 
ds 
d 
ex: 
ital 
the 
de- 
in 
e- 
ess 
ich 
1€s 
ith 
as- 
ods 
in 
ere 
gh 
on. 
in 
ital 
ital 
ew 
ries 
efa- 
ber 
han 
per: 
in 
om 


30 


various alloy stee 
continuous strip 
since 1929. The cay 
was reported to be 

Also, situation 
improved equipn 
the loading machin 
nous tonnage inci 
millions, or 13.6 
millions, or nearly 

The petroleum 
dustries still in tl 
limited largely to t 
with 1935, howe 
tended to new fi 
1937. Since the dé 
increasing drilling 
of the 1935 cost: 
this work will a: 
next five years. O 
remainder about | 
half for equippin; 
paratus. 

To take another 
enable our railroz 
scale with such i: 
matic signaling a 
modernization of 
ordinator of Tran 
demand for capital 

Or, as a devel 
trend towards an 
of farming—dair 
investment per ac 
farming, $26 in t 
cash-grain farming 

However, all s 

T. H. Gerken i 
tion,” Iron Age, Jat 
New Republic, Feb. 1 

WPA, National 
Industry,”” in prepar 
and Cleaning of Coal | 


Report on Con 
tion of Repair Shop F. 


Economic Association 


814, million tons of the 1936 capacity of the 

million tons are said to have been installed 
vailable early in 1938 or then under construction 
ilion tons.*? 


leveloped which have favored the adoption of 


to used only on a limited scale. The spread of 
11 mining is a case in point. Mechanized bitumi- 
less than 2 million tons in 1923 to over 47 

of the total coal output in 1935, and to 83 


27 38 


tin 193 
iral-gas industry is one of the few extractive in. 
of expansion. From 1929 to 1934 drilling was 
nplete drilling of proved reserves. Beginning 
increased, and as it was more widely ex- 

was a further notable expansion in 1936 and 

r petroleum products is likely to continue to grow, 
; expected. It is estimated that, on the basis 
ind equipping wells, the total expenditures for 
between 23/4, and 31% billion dollars during the 
,ount about 1/4 billion will go to wages; of the 
pent for derricks and drilling equipment and 
casing and with supplementary control ap- 


onditions can well be imagined which ma 
not only to proceed anew and on an enlarged 
; as electrification or the installation of auto- 
but even to undertake that vast program of 
which was recommended by the Federal Co- 
ind which would mean a revitalization of 
m what was once one of its primary sources. 
lifferent order, we have had in agriculture 
lative importance of the more intensive type 
k farming, and fruit growing. The average 

's and equipment in 1930 was $21 in dain 
and $29 in fruit growing, as against $8 in 


nts, whether actual or potential, involving 


t Mills—What They Mean to Costs and Competi 
1 H. J. Ruttenberg in ‘85,000 Victims of Progress, 


report on “Mechanization in the Bituminous Cod 
n and W. E. Hotchkiss. Cp. Mechani u Loaaim 
nous Coal Commission, Aug. 30, 1938). 
nt Use of Railroad Major Repair Shops and Modernizs 
1936). 


new O 
demar 
groun: 
histor 
Kuzneé 
1930 
tion if 

As 
fact tl 
appro. 
much 
it dou 
expect 
are ex 

In | 
ceptio 
ing a 
of the 
which 
try’s | 
suffici 
to rec 
sion 


| 
Un 
in Ov 
cial h 
in any 
Th 
been 
phon 
the i 
provi 
ducto 
plant 
In 
were 
In 
the y 
impu 
lars 


Effects of Technological Developments upon Capital Formation 31 


new opportunities for investment or revitalization of investments and of 
demand for capital goods, must be viewed as occurring against the back- 
ground of the technological tendencies discussed in this paper and of the 
history of capital formation during the decade preceding 1930. Dr. Simon 
Kuznets showed in his study, Capital Formation, that even during the pre- 
1930 decade of rapid growth of industrial production, gross capital forma- 
tion increased only as fast as the national income. 

As to the quantitative expansion of the existing industrial plant, the 
fact that the early 1937 production in the manufacturing industries was 
approaching 1929 levels while capital outlays remained relatively low and 
much of the productive capacity of many industries remained unused makes 
it doubtful whether capital outlays greater than those of recent years can be 
expected in the manufacturing industries before earlier production levels 
are exceeded. 

In the mineral industries, too, the existing plant is capable (with few ex- 
ceptions, particularly the petroleum and natural-gas industries) of satisfy- 
ing a sizable increase in demand for some time to come. Most branches 
of the mining industries work only 75 per cent of the year and at a rate 
which is considerably below capacity. Even a sizable increase in the coun- 
try’s production of goods requiring minerals as raw materials would not put 
sufficient strain on the existing production facilities of the mining industries 
to require capital outlays of the magnitude needed during the great expan- 
sion of mining between 1910 and 1920. 

Unless current efforts to improve the condition of the railroads succeed 
in overcoming the problems arising from competition and their own finan- 
cal history, the railroads cannot be looked to as a source for capital outlays 
in anything like the proportions they formerly contributed. 

The telephone industry is one in which the growth of fixed capital has 
been traditionally at a faster rate than the increase in the number of tele- 
phones installed. Recent and current technical changes, however, such as 
the introduction of carrier-current systems or of the coaxial cable which 
provides a large number of telephone channels on a single metallic con- 
ductor, seem to open possibilities of increasing the capacity of the telephone 
plant with less than a proportional increase in fixed capital. 

In the electric light and power industry, the recent new production peaks 
were achieved without remotely comparable increases in capital expendi- 
tures, 

In agriculture, on the other hand, there still seem to be many oppor- 
tunities for mechanization. During the period 1920-30, which includes 
the years of widespread adoption of automobiles, trucks, and tractors, the 
imputed value of all prime movers rose by about 400 million constant dol- 
lars or by about one-fifth. Yet in 1936 there were only 114 million tractors 
on farms or approximately one for every five farms; the same was true 
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PUBLIC INVESTMENT IN THE UNITED STATES 


By Morris A. COPELAND 
Central Statistical Board 


“Public Investment in the United States” or ‘‘Public Capital Forma- 
tion” is less important than some have thought it. Chart I shows an estimate 
of the total annual investment in new durable commodities recently pre- 
sented by Kuznets in his study of national income and capital forma- 
tion. The top line represents investment in new durable goods by both 
public and private agencies and by individuals—the total value of new 
improvements to real property and of new equipment and other durable 
} commodities produced each year. The lower line on the chart shows ac- 
quisitions by all branches of government of new durable commodities in- 
duding improvements to real property. Public works are distinctly a small 
part of total investment. 

Before commenting further on this chart a word may be said on the 
meaning of the terms “‘public investment’’ and “total investment.’’ There 
are several related concepts that need to be distinguished. The term “‘in- 
vestment”” is frequently used to designate the purchase of equities such as 
stocks and bonds. In various attempts to look at the economy as a whole, 
however, a different usage has developed. Acquisitions of equities in new 
wealth by individuals have come to be referred to as “‘savings’’; acquisitions 
of new wealth as ‘investment.’ Should individuals acquire new wealth 
without a corporation as intermediary, that is ‘direct investment.’’ This 
usage will be followed here. 

The term “public investment’’ may refer to the value of the tangible 
properties owned by the various branches of government as of a given date, 
or it May mean new acquisitions of such properties during an accounting 
period. The term will be used in the latter sense, as equivalent to Kuznets’ 
term ‘capital formation.” It thus refers to a flow during a period—not to 
the stock of wealth at a given date. The curves on Chart I portray ‘‘gross 
investment” in new durable goods, or “gross capital formation.’’ They 
include the new durable goods necessary to replace goods worn out and re- 
tired during the year. There will be occasion presently to refer to net invest- 
ment, the excess of gross investment over retirement allowances. 

For the economy as a whole ‘‘new investment’’ is necessarily “investment 
in new wealth.’’ But one part of the community may make an investment 
by purchasing some of the existing stock of wealth from another. There will 
be need shortly to take account of the fact that “investment by government” 


may be affected by transfers of wealth as well as by the production of new 
toads and schools. 


‘Simon Kuznets, National Income and Capital Formation, 1919-35 (1937). 
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ment, the durable goods produced to offset retirements. Durable goods are 
both a large item in this total and an item which accounts for a substan- 
tial part of business fluctuations in this total. 

Second, when investment in new durable commodities by all branches of 
government is considered in a single total, it is clear that this total did 
not act as a counterweight to offset the decline in private investment follow- 
ing 1929. The chart minimizes the percentage fluctuations, but public in- 
yestment declined more than a third from 1930 to 1933. And the subse- 
quent increase was a small factor in the growth of total durable goods 
production. In order to evaluate the increase in public investment as a factor 
in business fluctuations, the increase of distinctly less than a billion dollars 
B from 1933 to 1935 may be compared to wartime expenditures of over ten 
billion a year.? 

Before proceeding to a more detailed analysis of the recent course of 
public investment, we may consider briefly its trend over a longer period. 
Unfortunately, data on the value of public investment before the War are 
scanty. While public investment in new durable goods is known to have 
risen well above two billion dollars during the twenties, it seems probable 
that it was less than half a billion in 1905. 

For a long-term perspective there is need to reckon with one aspect of 
the case which figures relating to the value of output do not take into 
account. It is necessary to consider not only the volume of new durable goods 
acquired by government, but also transfers, either by gift or by sale, of the 
ownership of the stock of old durable goods as between government and 
private parties. In particular, estimates of public investment must include 
net acquisitions or disposals of land. 

During the nineteenth century and well into the twentieth, paradoxically 
enough, the maxim, ““The less government the better,” was applied to our 
public domain with a result which involved a public policy that the fol- 
lowers of laissez faire can only class as an interference with the natural 
order. 

The alienation of our public domain took primarily the form of home- 
stead grants in exchange for nominal payments. This development repre- 
5 sented in large measure a response to pressures arising in conjunction with 
the rapid development of the factory system. It did not reach its peak until 
shortly before the World War. The number of acres included in original 
homestead entries shows some slight tendency to increase in years follow- 
ing business depressions, but the relationship to the business cycle is far 
| from close. 
| Nonetheless the homestead program was both politically and economi- 


*In making this comparison it should be recognized that the increase of public invest- 
ment expenditures 1933-35 is not the only nor the largest public expenditures increase 
which might be regarded as a stimulant to business activity. But our present concern is 
with investment expenditures—not with all expenditures. 
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shown—public investment in electric power. During the years from 1932 
to 1936 when private investment was at a low ebb it may have been as 
much as 10 per cent of total new investment in this field. 

We have questioned the adequacy of public investment as a counter- 
weight to private investment for the stabilization of business activity, be- 
cause it is so small a part of the total. But it would still seem desirable to 
use it as a counterweight for what it is worth. One frequently noted diffi- 
culty involved in so using it is the vast number of governmental units. It is 
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not possible here to deal with this difficulty in detail. But the suggestion 
may be made that the concentration of public investment in a narrow field— 
highways, sewers, water works, and schools—is a partially offsetting factor 
in reckoning the possibilities of a better programing of public investment; 
Le., such programing might focus more fully than it has so far on in- 
vestments of these major types. 

There are several respects in which public investment and private busi- 
ness investment resemble each other. It may be advantageous to enumerate 
some of the resemblances: 


1. Three types of construction expenditure in connection with durable 
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First, it is urged that the suggested contrast between productive invest- 
ment and consumptive investment is too sharp. The does-it-pay criterion 
applies in varying degrees to different business investments. Its applicability 
to a railroad station is distinctly limited, not only because political and 
sentimental considerations may affect such an investment, but also because 
even a thoroughly conscientious attempt to determine whether a railroad 
station pays must be somewhat rough and ready. A somewhat similar rough- 
and-ready application of the does-it-pay criterion is both possible and, also, 
it is urged, desirable for a large field of public investment which includes 
post offices, roads and streets, and waterworks, and less clearly fire-fighting 
plant and equipment. For each of these, before deciding to invest, we may 
estimate the load for years to come and we may concern ourselves with 
laborsaving devices or economies of design. 

Second, it is suggested that there is a type of public investment inter- 
mediate between the does-it-pay type and the consumptive type, a type 
which includes schools and many other public buildings. For this type of 
investment two factors may be recognized: (a) The decision to undertake a 
public activity such as education or policing or the administration of justice 
requires the provision of housing for the activity. The housing is a neces- 
sary incident of the activity. (b) The type of housing provided is an ex- 
pression of our standard of living. The first of these two criteria plays a 
part somewhat analogous to the does-it-pay criterion in private business in- 
vestment. The second is a factor in much of private as well as in much 
of public investment. 

Third, there are still other types of public investment where the social 
utility formula is more apt—investments desired for their own sake. Parks, 
monuments, and works of art are cases in point. 

In general, public investment falls at least approximately under one of 
three main headings: (a) investments which should more or less pay their 
way; (b) investments which are necessary incidents of public activities, 
chiefly the housing of these activities; and (c) investments which are 
wanted for their own sakes, such as parks. It is not suggested that there 
is any sharp line between “a” and ‘‘b” or between “‘b” and “‘c.” 

This comparison of public and private investment would be seriously 
incomplete if we were to omit to mention one respect in which public in- 
investment and private investment stand in sharp contrast. Capital asset ac- 
counting is universal today in private enterprise. In government it is prac- 
tically unknown. Yet curiously enough government has seen fit to require 
such an accounting practice of private individuals. 

The reasons for adopting such asset accounting are twofold: (1) It is 
aeeded to allocate expenditures as between accounting periods so as to 
make it possible to determine the income or deficit of any period separately 
from other periods. (2) It is needed to show the financial condition of an 
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and local indebtedness was practically offset by the decrease in the federal 
net debt. Since 1930 state and local indebtedness as a total has been sub- 
stantially stationary and the whole increase has been in federal indebted- 
ness. The upper line is an estimate made from two materials: (1) Kuznets’ 
estimates of “Net Public Investment,’ and (2) a base in 1922 provided 
by an estimate of government wealth at that time, including principally the 
value of streets and highways as estimated by the Trade Commission, and 
the value of tax-exempt government real estate.’ The level of the curve is 
fixed by the base; its shape is fixed by Kuznets’ estimate. The base for the 
asset estimate is certainly far from complete. The valuation of the assets in- 
cludes no elements of write up or write down* from one year to the next. 
On the whole the valuation of tangible assets is conservative. With these 
facts in mind, we may fairly conclude that there is an important residual 
equity in spite of the recent growth of the public debt. 

The widening or narrowing of the difference between the two lines is a 
step toward indicating the annual surplus or deficit which a businesslike 
system of account would have shown if we had had one. It does not, how- 
ever, take any account of federal investments in farms, homes, and private 
business through such corporations as the Reconstruction Finance Corpora- 
tion, the Home Owners’ Loan Corporation, and the Federal Land Banks. 
To take account of these investments raises questions of asset valuation 
chiefly in 1932, 1933, and 1934. There is also a valuation question in con- 
nection with the net debt curve, for it is affected in 1934 by the revaluation 
of our gold stock. Nevertheless, some very rough guesses may be hazarded 
as to whether the government's financial operating balance would have been 
positive or negative in recent years, if government accounts had been kept on 
a busu.esslike basis. These guesses will be made in terms of a consolidated 
financial statement for all branches of government taken together. Even on 
a double entry system basis, the government was probably operated at a 
deficit in five recent years. The largest operating deficit would have been 
in the fiscal year 1936, the year of the bonus; the next largest deficit, well 
under one billion, in 1932; smaller deficits would have been shown in 1933, 
1935, and 1937. If we take the profit on gold revaluation into account 1934 
would have shown a surplus, although the preferred accounting practice 
would be to show such a capital gain separately, and if this were done, an 
operating deficit would have been shown in 1934. In 1938, although the 
data are still incomplete, it seems probable that there would have been 
an operating surplus. 

These are rough guesses. It is high time we kept our government books 
so that we can know where we stand. 


"Some Problems in the Theory of National Income,” Journal of Political Economy, 
XL, Feb., 1932, p. 42. 


*Allowance is made, however, for depreciation, or more strictly for retirement. 
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motor vehicle and bodies and parts manufacturers. Net new investment in the 
etroleum industry in all stages to meet the increased demand for motor fuel 
amounted to 2.5-3 billion dollars. Retail trade and service, other than retailing 
of automotive petroleum products, required around 1 billion dollars of invest- 
ment. The furnishing of roadway facilities may be estimated at a total of 3 
billions urban capital outlay on streets—an equivalent of rural roadway construc- 
tion which would have taken place with population shifts, in the absence of 
motorization. 

We may compare this 14 billion total with the apparent new investment in 
other fields. The total increase (estimated) in value of fixed assets of class I 
railroads, electric and central stations, and telephone utilities in the period 
1923-29 amounted to about 13 billion dollars. Net capital formation in the form 
of residential housing was 15 billion dollars, after deducting capital consumption 
from 31 billions gross capital formation. Practically all of the investment in 
these latter categories was private investment, whereas 37 per cent of the directly 
associated investment of the automotive development was public investment; 
that is, the investment in rural roads. 

Unless the automotive development was really responsible for significantly 
large investment in housing, utilities, and other fields that would not otherwise 
have occurred, it is a presumption to state that the automotive development played 
a predominant réle in the prosperity of 1923-29. However, it is the writer's im- 
pression that comparatively little of the investment in the great fields of hous- 
ing and utilities, for instance, would be found to have been induced directly by 
the effects of motor vehicle development. As for indirect effects via the promo- 
tion of general prosperity, it is at least as easy to suppose that the enormous ex- 
pansion in the use of motor vehicles can be attributed to the general prosperity 
induced by the great flow of investment in other directions. 

With respect to the changing character of real investment outlets and the 
tle of such great developments as those referred to here, two important points 
of view are of interest. The rapid developments held to be the driving force of 
capitalism are said to produce ‘‘maladjustments” or “distortions in the structure 
of production.” The first point of view is concerned with this question. More 
concretely, to what extent does the development give rise to industries having 
only temporary high tides while the expansion is in full swing, levels of activity 
never to be even approached after the development has matured. The relevant con- 
sideration here is long-term variations in rates of gross capital formation. 

The second point of view is the adequacy of investment outlets for new sav- 
ings, and the effects of such great developments as that here in question in pro- 
viding such outlets. In connection with this we are interested in charging rates 
of new investment and the ways in which financed. 

With respect to changing rates of gross capital formation, it is convenient to 
refer to the principle of acceleration as a conceptual basis for the discussion. A 
long-run view and a more general interpretation than that utilized for purpose 
of business cycle theory, are intended here. Professor Frisch has shown how very 
many patterns of relationship between capital goods production and consumer 
taking may be subsumed under the acceleration principle when various rates of 
replacement are considered. With respect to gross capital formation a scrutiny of 
past and prospective rates of motor vehicle production indicates that the flow 
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ind insulation in industry and of a great variety of products including pens, 
pencils, ash trays, toys, jewelry, radio cabinets, and panels for rooms. Plastics 
differ among themselves in cost of production, adaptability to manufacture, and 
in their ability to take color. No general statement can be made as to where and 
when plastics will replace older materials. It is generally admitted, however, that 
the plastics industries are due for considerable expansion. 

Air Conditioning. Complete and partial air-conditioning systems have had a 
erowing market in recent years. During the three-year interval, 1933 to 1936, the 
value of equipment in use doubled and the number of installations in use in- 
creased about five times. The value of the equipment installed in 1937 was esti- 
mated to be 85 million dollars. The principal demand to date has come from 
commercial establishments, notably retail stores, restaurants, commercial offices, 
and theaters. Less than 0.25 per cent of the 22,000,000 wired homes have as 


and #® vet introduced air-conditioning equipment. There is some difference of opinion 
1 be HB as to whether the cost of systems using a refrigerating process can be materially 
the HS reduced. A newer method of cooling by moisture absorption, not yet adaptable to 
um. HM small portable units, is said to be 25 per cent less costly. Air conditioning is ex- 
1 aS HE nected to continue its rapid growth. For the present most of the demand will 
‘on HP come from the commercial establishments. A mass market for comfort condition- 
ack, HS ing must await lower cost equipment. 
Television. Technically, television has reached the stage where it can be intro- 

‘on: HS duced in this country. The principal difficulties facing television are those having 
eral HMB to do with financing the stations, transmission, and programs, studio techniques, 
uni: HS etc. For the first few years of television service, programs will probably not be 
C to inanced by advertisers because the number of television receivers will be limited 
nce, Be by technical conditions to homes in large cities and by cost to the relatively well- 
can MS to-do families in those cities. Television cannot be expected to repeat the progress 
the HBS of radio, at least until radically new methods of transmission and new and 

cheaper types of receiver are developed. 
nue Photo-Electric Cell. The electron tube of which the photo-electric cell and 
aber HBB the vacuum tube are forms is said to be “the greatest invention of the twentieth 
sic: HM century.” The photo-electric cell can see more than the human eye and can make 
cif HMM} finer distinctions. With the aid of the vacuum tube it can provide automatic and 
in 1 MM precise control. There are hundreds of possible uses and new ones are being 
emt: Hi found from month to month. 
rect Other Industries. Considerable expansion in the near future secms probable 
nO! MM in rural electrification, agricultural machinery and equipment, Diesel engines, 
wil polaroid, nylon, slash pine paper and paper products, quick frozen foods, the 
ting He Sterilamp, X-ray equipment, automobile trailers, miscellaneous electric products 
ness HS (fences, garbage destroyers, comforters, etc.), and synthetic wall boards. 
e in The following seem due for expansion, although not necessarily in the imme- 

diate future: direct current transmission, high voltage generators, highway light- 
mi- ing, express highways, industrial alcohol, chemical tank farming for high-priced 
arks crops grown out of season, and artificially-lighted and soil-heated plants. 
with The following, still in the developmental stage, may have possibilities: the 
mechanical cotton picker, cellulose from dried cotton plants, infra-red devices 
li 


for heating and cooling, artificial sunlight, invisible glass, and artificial fibres 
tesembling cotton and wool. 
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THE EFFECT OF INDUSTRIAL AND TECHNOLOGICAL DEVELOp. 
MENTS UPON THE DEMAND FOR CAPITAL 


the res 
F. S. DEIBLER, Chairman Genera 
greater 

This round table s 1 continued the discussion of the topic, “The Effect nated 
of Current and Prospect Technological Developments upon Capital Forma. Probab 
tion,” which was | | at an earlier session by David Weintraub. The prospe 
discussion was opened by Shelby Cullom Davis, who considered the question, The g 
“How Investment D in Large-Scale Industry Are Made.” Henry H. puts af 
Villard followed with ssion of “The Significance of Obsolescence and by apf 
Depreciation upon Cay Formation,” and Rollin F. Bennett closed the formal One 
discussion by a con: on of “The Changing Character of the Risk Factor the co: 
in Capital Formatiot he ideas that were advanced are here presented in corpor. 
summary form. advice 
to rec 

SHELBY CULLOM D Investment decisions of industry make the difference survey 
between booms and dé sions. Of recent years the failure of industry to make ont | 
prompt and adequate investment decisions has caused the government to enter for 19 
the field through the TVA, PWA, USHA, and other, what might be termed, Alth 
public investment agi 3. ] large segment of industry, in fact in 50 per cent decisio 
of the 100 billion dollars of net capital assets invested in corporations, the profit ing ar 
outlook has been suc! ent years as to engender reluctance in making positive decisic 
investment decisions. 7 nent comprises transportation and other public portat 
utilities and its nonparticipation in the investment decisions making for durable ih teal 
goods activity has been f the major troubles of our economy. -odice 
Are the investment decisions of industry being slowed up by the growth within the pr 
industry of a body of pert nt officials—a bureaucracy? It would be difficult BR se 
for a bureaucracy t e save in a monopoly. Probably conditions are mos chin 
fruitful for the sprout , bureaucracy as a corporation or industry approaches on die 
maturity. Seniority customs then have become well developed and the record of tions 
operations of suffi t long standing to justify the entrance of conservative progr 
money, savings institut noney, bond money. Representatives of this money Of 
on the board of dir y serve to hamper an aggressive investment policy. place 
The railroads may be 1 rime example of a mature industry of monopolistic a 
status, in which condit have been favorable to bureaucratic growth. op by 
As the result of a 1 t survey of close to a hundred leading American cor- and ¢ 
porations, conducted by personal interviews and by correspondence, I find proce: 
it difficult to believe that the growth of large-scale enterprise has had as a result as sig 
the erection of a pert t bureaucracy which impedes investment decisions. : 
The spirit of competition is inimical to the spirit of bureaucracy and competitive HE 
conditions force the « tion of bureaucracies where they do exist save, of ances 
course, in the monopolies. Sometimes the bankruptcy court is the unhappy ending and i 
of slow-moving burea y in industry; sometimes a sweeping housecleaning tuniti 
job staves this off. Out ling jobs of housecleaning have been performed in form. 
recent years on such corporate giants as U. S. Steel, U. S. Rubber, Montgomery divid 
Ward, International Paper and Power. willir 
The background of stment decisions today, now that the strictly expa- inves 
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sionist phase of our economy has perhaps ended, seems to lie in the laboratory 
and engineering departments. The problem of investment decisions is to reconcile 
the results of research with the finance committee and the corporate treasury. 
Generally speaking, the stronger the influence of the finance committee the 
oreater the lag in the investment decisions, whereas if the corporation is domi- 
nated by its research men, then investment decisions will flow very readily. 
Probably too readily for the corporation’s good, but the economy as a whole will 
prosper from the increase in the velocity of money and from the experimentation. 
The growing institutionalization of research in the hands of large corporations 
puts an obligation on them to make available to society the fruits of this research 
by appropriate investment decisions in a prompt and orderly manner. 

One of the significant investment decisions of the decade, the introduction of 
the continuous wide sheet and strip mill, was made first by the smaller steel 
corporations. The influence of conservative finance upon research or engineering 
advice is shown in the amounts which U. S. Steel’s finance committee felt able 
to recommend compared with the amounts recommended by their engineers’ 
survey: for 1929 this was 55 per cent; for 1930, 53 per cent; for 1931, 5.2 per 
cent; for 1932, 6.5 per cent; for 1933, 11.6 per cent; for 1934, 15.3 per cent; 
for 1935, 46.7 per cent; for 1936, 50.7 per cent; and for 1937, 49.3 per cent. 

Although the automotive industry makes perhaps its most important investment 
decisions each year with regard to its new model, decentralization has been play- 
ing an increasingly large part. Labor has been instrumental in the investment 
decisions of the rubber industry to decentralize from Akron. Labor and trans- 
portation costs explain the migration of the textile industry to the South. The 


ble oil industry solved its problem of an overabundance of marketing outlets in an 
indirect fashion, illustrative of the way many investment decisions come about: 
hin the profitlessness of the early thirties put a stop to marketing expansion and 
cult caused abandonments and then when profits began to return, the various state 
- chain store taxes caused the general adoption of the “Indiana Plan” of leasing 
es 


or disposing of existing marketing outlets to employees. The chemical corpora- 
tions must make numerous investment decisions just to stay in business, so 
progressive is the industry and so competitive the race. 

Of recent years, probably due to the enormity of social changes that have taken 
place, the enterprise spirit has undergone a kind of cyclical retardation which 
may currently be bottoming out. Investment decisions have been impeded at the 
top by this retardation, often called “‘lack of confidence,” although the laboratories 
and engineering staffs have been busy. There remain many new diversified 


n processes and products to be capitalized upon, although no one of them may be 
= as significant as the automotive or electrical equipment industries. 

ons 

tive HENRY H. VILLARD: A distinction is made herein between the effect of allow- 
of ances for obsolescence and depreciation upon capital formation in normal times 
ing and in depressions, when investable funds are in excess of investment oppor- 
ing tunities. Normally the existence of depreciation allowances would increase capital 


formation on two counts. First, if depreciation allowances were paid out as 
dividends, it seems reasonable to assume that the recipients would not have been 
willing to save all such dividends; second, the availability of earnings for re- 
investment, without the costs and the outside control involved in borrowing, 
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seems certain to increa vestment over what it would have been had all th Inc 
sums involved b wed. This conclusion is particularly true in Periods ate f 
of financial strain \ rowing is especially difficult, but it also applies in MM... 
lesser degree in m periods. wor 
During depress ds the allowances set aside for depreciation may no valy C 
be invested—may sed to purchase currently produced finished output M ‘e 
Instead the fund 1y be held in the form of cash, used to purchase apne 
previously produ put, or used to buy securities. The characteristic of al Pitty 
these types of expendi is that they do not in themselves have any direct effec i The 
on current production. Thus depreciation allowances are similar to savings ig i a 
the sense that the eff n capital formation of a large volume of saving — 
depends upon wh h savings are or are not invested. If all the mong oe : 
saved can be invest le rates of interest, then the higher the level of aie 
saving the greater tion of capital. But if a high volume of saving is wane 
not invested, then point an increase in savings will have either no effec ie on 
or an adverse eftfe pital formation. In this connection what is true of ane 
savings is also true wn allowances. hare 
However, in or , discussion of the many factors which must bk of th 
taken into account empt to prophesy whether the demand for investabl Hi y+ ; 
funds will in fact o the supply, the remainder of this paper is confine I... 
to the effect of d n allowances on the supply of investable funds. tM. 41, 
may be pointed ou ntenance charges are apparently identical with actul sible 
maintenance expendit o that such charges are most unlikely to add to HB, 4 
investable funds. | is only for considerably less than half of capital In 
consumption that de; yn allowances are provided, if we include consumers ten 
capital, and just over half, if consumers’ capital is excluded, In 1929 depreciation HM... 
allowances amoun y 5.5 billion dollars, while total capital consumption Hi 1; 
was around 14.5 b 
Moreover, lowances actually provided do not appear to equi 
the economic dep the capital they are supposed to offset. For depreci: 
tion allowances a overwhelming extent based on original cost, so that Re 
they are inadequ ntain physical capital when prices are rising. Mr a the 
Fabricant, in his sumption and Adjustment, has estimated that be- we f 
tween 1922 and 1 preciation allowances set aside on the basis of existing distr 
accounting practic qual the economic depreciation which actually took deci: 
place by 11 billios 2 sum which was equal to 17 per cent of capitil strat 
formation during the period. This was mainly due to the rise in prices associate: Hi nitie 
with the War but sified by the continued rise in prices during the bein 
twenties. In 1932 however, accounting allowances were substantially be d 
in excess of econ tion, while in 1934 and 1935 the two were about devi 
even. Whether this t for savings will again become substantial depends Hi} mea 
upon future price ts. It may be assumed that in view of the current A 
monetary situation t run trend of prices will be definitely upward, s mos 
that this outlet is likel rain to become important. In addition to the effect oi is 1; 
rising prices, one t note that unanticipated obsolescence appears to have to € 
resulted in write downs which were not offset by write ups resulting from eithe deci 
excessive depreciatiot ing prices, so that on these two counts current practic inve 


with respect to dep: ion allowances contributes to capital consumption. that 
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In considering the effect of depreciation allowances upon the supply of invest- 
able funds attention should be directed to the fact that both the depreciation 
rate and the depreciation base to which the rate is applied appear to be deter- 
mined very largely by Treasury practice in connection with the income tax. The 
only change in this practice likely to have a major effect on allowances would 
be an attempt to revalue the depreciation base in such a way as to allow for 
hanges in prices of capital goods, but the difficulties involved in such revalua- 
tions make it unlikely that many firms will attempt them. 

The available evidence indicates that only in a very few cases—in one hundred 
out of six hundred in a sample studied by Mr. Fabricant—is the provision of 
depreciation related to the service or output which a machine performs. In the 
vast majority of cases depreciation is treated as if it were solely a function of 
time and depreciation allowances are based on the straight line formula or one 
practically equivalent to it. The effect of a change from straight line allocation 
to service-output allocation would be very great. For had the service-output 
method of allocation been used, Mr. Fabricant has estimated that depreciation 
charges at the bottom of the depression would have been only about 60 per cent 
of the depreciation charges which businessmen thought they ought to make at 
that time on the basis of straight line allocation. He estimates the dollar differ- 
ence between the two methods to be more than two billion. Thus it seems that 
a change in the method of determining depreciation might mitigate to an appre- 
ciable extent the severity of depressions, by reducing the supply of investable 
funds at a time when such funds are already excessive. 

In conclusion, the evidence shows the growing importance of depreciation 
allowances, which rose substantially as a percentage of the gross national product, 
gross capital formation, and net capital formation between 1919 and 1929, quite 
apart from an even sharper rise during the depression. Hence the problem raised 
by depreciation practice is of increasing importance not only on capital formation 
but on the economy as a whole. 


ROLLIN F, BENNETT: The concept of risk must be a purely subjective one, if 
a theory of choice is to be based on it. As a means of defining risk quantitatively, 
we may attribute to each maker of economic decisions, a subjective probability 
distribution with respect to the future of each economic variable relevant to his 
decisions. The existence of such a distribution of probabilities may be demon- 
strated and its values determined by observing choices made between opportu- 
nities of gain—the probabilities involved in some of the alternative opportunities 
being known a priori. For the sake of simplicity, a probability distribution may 
be described in terms of its two principal parameters: the mean and the standard 
deviation. The mean is a measure of expectation. The standard deviation is a 
measure of risk, or uncertainty. 

Although classical theory pretended to explain how investment decisions are 
most profitably made when expectations are known with certainty, such a theory 
is largely irrelevant and useless; and we do not know enough about behavior 
to enable us to determine exactly how the element of risk influences investment 
decisions. One fairly plausible hypothesis is that the element of risk inhibits 
investment in the same way that an increment in the interest rate would; and 
that the amount of inhibition depends not only on the magnitude of the risk 


50 


but also on 1 the inve 


if the action ae O1 


but no risk. When 
For example, to 


grade bond, its price 
identical expectation of 
promise of payment 


bond is largely e: 
ment and the promi 
Corporate organi 
by permitting wide 
into stocks and 


markets by permittit 
of the property ownit 
me that the premiun 


negligible influence 
expectations that are 


If any trend is dis 
largely due to an in 


controlled by conse: 


Among the princip 
are: the uncertainties 


mineral wealth: tl 
obsolescence due t 


the electric power 11 


ment competition, 
since it is capital f 
There are three 
sumer demand, 
becoming less pre 
consists of luxury 
demand is especia 
reasons. Exports, 
to flow in more r 
chinery will appare 
it will have to be 
unusual risks. As fo 


they are tending to b 


the fluctuations are 


business fluctuations 


men. Violent fluct 


forecasting is usually 


exception to this r 
economic stability’ 


panied by a spectacul 
rule, we may conclud 


by greater risks. 


onomic Association 


ineness to bear risk. 


) bear risk, we may say that a risk is borne at pat a 
t what it would have been with the same expectation 
borne below par, a premium is paid for risk beating 
ne the premium paid for risk bearing on a second. ; 
»e compared with that of a high-grade bond having 
t—not with a high-grade bond having identicy| by Dr. 
Ip high nominal yield on a second-grade 
the discrepancy between the expectation of pay. GERH. 
fundame 
ilitates risk bearing at a minimum market premium doct 
tion of risk. The division of corporate capitalization HM oovernm 
minimizes the risk premium paid in security -ompare 
ition in risk bearing on the part of that section ‘ited su 
that is willing to bear risk. It seems to 
for risk bearing is so small that it has an almost HM .umed 
tal formation, at least in the case of those profit mally r¢ 
id sold in small packages, as are corporate securities, HM of this ; 
in entrepreneurs’ attitude toward risk bearing, it is HIB yalue of 
n the number of old and well-established companies HM. correc 
| bureaucratic managements. represen 
s of risk that are apparently decreasing in importance HB ment as 
lent on population movements and the discovery of ing whi 
ndence on world markets; and the risks of HMM povernr 
hange. Although certain industries, such as capitaliz 
vill be increasingly exposed to the risk of govem- The qu 
arcely inhibit aggregate capital formation, HMR by exar 
he government that gives rise to the risk. revenue 
forms of risk that are apparently increasing: con- From 
cyclical fluctuations. Consumer demand is accordit 
an increasing proportion of consumption to theit 
to fads and styles and of durable goods whos (for it 
to unpredictable fluctuations for well-known 
f decreasing relative importance, will have of gast 
if at all, since various kinds of productive m: flood « 
in increasing proportion of our exports, and instanc 
on credit, in places where capital is exposed to He - 
siness fluctuations, it can be plausibly argued that emmer 
violent. This need not imply greater risk unless Afte 
ible. But actually there is a close relation between sugges 
iency of forecasting techniques used by business. fom 4 
occur only when there is bad forecasting. Bad 
| by lack of confidence, or risk. The most notable cane 
period of the late 1920's, when the “illusion of questio 
ind when typically bad forecasting was accom- the di 
prehension concerning the future. As a general This « 
violent business fluctuations will be accompanied reply s 


= 


THE ROLE OF PUBLIC INVESTMENT AND CONSUMER 
CAPITAL FORMATION 


Roy G. BLAKEY, Chairman 


This round table was devoted primarily to a discussion of the issues raised 
by Dr. Morris A. Copeland in his paper on “Public Investment in the United 


States.” 


GERHARD COLM, discussing “The Government as Investor,” expressed his 
fundamental agreement with Dr. Copeland's suggestion to reorganize the public 
budget in a more businesslike fashion. Yet he believed that the notion of a 
government balance sheet in which assets and debts of the government are 
compared could be misinterpreted. Especially Dr. Copeland’s Chart III might 
cause such a misinterpretation. Dr. Colm emphasized that there is a distinct 
difference between assets in private business and assets of the government. It is 
sumed in private business that the cost value of a machine, for instance, nor- 
mally represents its earning power at the time of its installation. On the basis 
of this assumption assets are valued according to cost, minus depreciation. If the 
value of the assets at any time no longer corresponds to their earning power, 
a correction must be made. The assets of the government do not necessarily 
represent earning power. Therefore, the comparison of the value of all govern- 
ment assets with the debts in a businesslike balance sheet has not the same mean- 
ing which such a comparison has in a commercial balance sheet. The assets of 
government which could be compared to the total obligations represent the 
capitalized value of the power to draw revenue, especially of the power to tax. 
The question whether or not a government is overindebted can be judged only 
by examining whether or not there are still possibilities to tap mew sources of 
revenues.’ 

From this point of departure Dr. Colm suggested the analysis of investments 
according to their influence upon the power to draw revenue; that is, according 
to their fiscal productivi ity. He distinguished between: (1) profitable investments 
(tor instance, in loans or self-liquidating projects); (2) fiscally productive 
investments (for instance, road constructions which may produce a higher yield 
of gasoline taxes) ; (3) indirectly fiscally productive investments (for instance, 
flood control, soil conservation) ; (4) fiscally nonproductive investments (for 
instance, armament, recreational educational investments) . 

He presented a statistical attempt to classify expenditures of the federal gov- 
ernment and of various states and municipalities under this point of view. 

After the discussion of the fiscal effect of “coiapensatory” spending, Dr. Colm 
suggested as a practical solution the elimination of quasi-commercial enterprises 
from the budget entirely as is already done in most cases and the division of the 


‘Dr. Copeland used this separation of current expenditures and investments mainly in 
order to determine whether the government is operating on a surplus or a deficit. Dr. Colm 
questioned the validity of such separation, but became convinced by the discussion, that 

distribution of expenditures over the useful life of durable goods is not unjustified 

en when such goods cannot be acknowledged to be assets in the proper sense of the word. 

This change in Dr. Colm’s evaluation of Dr. Copeland's position makes Dr. Copeland's 
reply somewhat less pertinent than when given. 
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for current expenses and one for capital Outlays, ment 3 
the exclusion of all expenditures for durable good; Mimthe 455! 
tlays. Normally recurrent investments should be Mia whic 
Only large, long-run projects should be included Himthe €*P 
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ment accounts. It is important to recognize that this rule is designed to avoid 
the assignment of the entire cost of an asset against the operations of the year 
in which it is acquired and to apportion that cost on some rational basis over 
the expected life of the asset. This apportionment of the cost of an asset over 
two or more periods through asset accounting serves two basic purposes. First, 
it makes it possible to determine whether there has been an operating surplus 
or deficit for any year considered as an accounting period separate from other 
years, and, second, it makes it possible to show as of the close of the year whether 
and how far the value of the resources of the enterprise not charged off against 
past operations exceeds the obligations of creditors; that is, the financial condition 
of the business in the usual accounting sense* of that term. 

I urge that Dr. Colm’s objection to applying asset accounting to government 
finances rests on false assumptions. 

Two questions of lesser importance were raised by Dr. Colm. First, why omit 
other pump-priming expenditures other than those involved in public works? 
My answer is that I was asked to discuss public investment, not all types of 
public expenditures. Second, why did I not treat the equity of the federal govern- 
ment in various credit corporations, RFC, HOLC, Federal Land Banks, etc., as 
assets. I did not include these assets on Chart III chiefly because they involved 
valuation problems too extensive for me to work out in detail in anything like 
the time at my disposal. I emphatically believe they should be included in a 
businesslike government balance sheet. 


BEN W. Lewis presented a paper on “The Government As Competitor” of 
which the following is a summary: We are concerned with the effect upon 
private investment of government investment in industrial fields already being 
served by private capital, with particular reference to the TVA. It is the “non- 
competitive” electric field, where for economic and physical reasons we have 
insisted upon regulated monopoly, that is being most dramatically invaded by 
government today. We may be sure that the competition will not persist, point 
by point throughout the industry for the same customers, permanently. The real 
issue relates to the effect upon private investment of the institution in selected 
areas of government production and distribution facilities. 

Certain background considerations should be borne in mind: (1) The private 
industry being invaded has long since been regulated and has learned to digest 
restrictive, discriminatory government action; (2) the government is all-powerful 
and quite capable, legally, of destroying all competitors; (3) it may be desirable 
for the government to proceed even though the effect on private investment is 
adverse; (4) there is no reason basically to distinguish between government 
competition which is “uncertain” and “destructive” and government regulation 
which at its inception was similarly decried. At most only a tiny portion of the 
total investment field is affected or more than remotely threatened, and, inci- 
dentally, the government may come to tap the same capital sources from which 
private investment flows. 

The effect upon private investment will depend upon the investors’ under- 


*Of course other asset-valuations may be made by accountants for special purposes such 
as liquidation. 
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th private and public projects is not likely to be on a sound basis or one that 
il] be fair to investors. The profit motive is not limited to pecuniary gain but 
acludes all sorts of political rewards as well. If public hydro projects are not 
r wilfmeculated by a federal commission, they will be regulated by the President and 


if sMMECongress, and this, in turn, means outright political control. Such control will 
ty byimmncither give these public projects an opportunity to succeed nor hold them 
Deas esponsible for reasonable results. 


G. GRIFFITH JOHNSON, JR., presented a paper on “The Effect of the Social 
ecurity Taxes on Investment and Consumption,” a summary of which follows: 
While the internal financial arrangements of the social security program may 
e in general as accurate as actuarial guessing can make them, nevertheless it is 
qually important that consideration be given to their broader effects on our 


ne conomy as a whole. The effect of the pay roll taxes on investment and con- 
ging PE™PtION Is one such topic. The general conclusion seems to be that these taxes 
Paced end to be equivalent to forced savings and therefore to a curtailment of con- 
5 fo: MsUmption, this opinion being derived from the supposed incidence of the taxes 
“Fon wages and prices on the one hand, and from the use of the tax revenues to 
‘the fmgreduce (or to obviate further issues of) the federal debt on the other hand. 
regu A consideration of possible influences of the program on the independent savings 
sno Ee! Workers does not disclose any factors which appear to modify substantially 
ek Ageest conclusion, nor is it likely that the gap between federal cash and budgetary 
eld expenditures resulting from the reserve accounts will induce greater deficit ex- 
ced apenditures (except possibly indirectly through their deflationary effects) which 
enth might be considered as an offsetting expansion of consumption expenditures. 
aaad This reduction of consumption expenditures by the pay roll taxes is in line 
com MME th the intended financial working of the program, and under the traditional 
sein EECOlysis of the position of thrift in our economic system should stimulate the 
From MEP OCeSS of capital formation and future increases in the national income. This 
line of argument, however, ignores the situation with respect to investment 
demand; we cannot assume that an increase in investable funds itself induces 
con- ame similar increase in real capital investment. 
ities The stage of the business cycle largely determines what use will be made of 
aken fie the additional capital funds. In periods when the bases for expanding capital 
pur me formation are lacking, these funds are likely to have no positive effect at all 
tent on the volume of real investment, but, on the contrary, the reduction in con- 
ower fe sumer purchasing power tends to contract whatever current volume of investment 
the Me does exist. Theoretically, any addition to investable funds resulting from the 
security program is supposed to stimulate investment through lowering the rate 
ects, ge Of interest. While it does tend to lower a rate of interest, that rate is primarily 
: the HB the one on gilt-edged investments. Under conditions similar to the present, when 
peti a wide spread exists between the rates on safe and risky investments, reductions 
two fe in the former are not proportionately transmitted to the latter, and consequently 
nda fe the increase in investable funds due to the pay roll taxes and reserve accounts 
pens fie Merely tends to reinforce the efforts of our monetary policy to stimulate private 


investment by lowering the gilt-edged rate. 
On the investment demand side, the effect of the pay roll taxes is probably 
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quite unfavoral t expenditures in recent years have had an in. 
portant, if not relationship to the marginal efficiency of Capite! 
While this is 1 ation, nevertheless so long as it exists we shoul; 
encourage the r yt rease of consumer purchasing power. Whil 
hoping for a t leepening process of capital formation, we shoul 
meanwhile prot idening process and the demand for replacement ¢. 
penditures. Fed po has of late been the chief instrument to that end 
and consequent r expenditures which operate in the opposite direr. 
tion probably t investment demand under existing conditions. 

Should inves | in the future be detached from its dependenc 
on the rate of the pay roll taxes plus the reserve accounts miph 
have a stimulati pital formation. However, it should be noted thy 
this stimulus c through a favorable influence on the margind 
efficiency of cay ly through a reduction in the gilt-edged rate of 
interest which i: tted effectively to risky rates. 

Due to the « the Unemployment Trust Fund, at times of larg 
unemployment may exceed the total of pay roll tax receipts 
Then the Fund | to maintain consumption expenditures, and would 
do so without ychological handicap of a federal deficit, thereby 
bolstering invest This effect is substantially minimized, however, 
by the smallness efits, the shortness of the benefit periods, and, in 


particular, the e 
if it does at all 


program, becaus 


: before a net excess of benefit payments appears 
bly an interval in the midst of depression, the 
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gerate existing luences. The statistics with respect to the beneit: 
paying states dur trate this. 

The conclusi sarily that the pay roll taxes are bad. Policy recom: 
mendations sh thorough reappraisal of the program as a whol. 
including a stud rnative methods of raising the required revenue 
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INCOME AND CAPITAL FORMATION! 


W. LEONARD CRUM, Chairman 


The following papers were presented: “The Distribution of Consumers’ In- 
come and Expenditures,” by Hildegarde Kneeland ; “National Income and Capital 
Formation,” by Simon Kuznets; ““An Analysis of Capital Formation as a Guide 
to Current Policy,” by George W. Terborgh. Dr. Kuznets and Dr. Terborgh 
prepared summaries. Miss Kneeland’s is not at hand. 


SIMON KuZNETS: The first part of the report on national income and capital 
formation dealt with the share of capital formation in changes of the national 
product during the period from 1919 through 1932.? The changes were studied 
both for the long cycle from 1921 to 1932 and for the four reference cycles estab- 
lished by the National Bureau’s business cycle study; and the most comprehen- 
sive measure of economic activity utilized was the commodity product, approxi- 
mately defined as the value of all services embodied in new commodities (thus 
excluding the value of direct services to ultimate consumers). The main measure 
sought was the share that capital formation contributed to the rise and decline 
of the commodity product during the established periods of cyclical expansion 
and contraction in the country’s economic activity. The analysis indicated that 
capital formation contributed to the conforming changes of commodity product 
during cyclical expansions and contractions a share appreciably greater than its 
share in the average volume of that product; also, that this greater relative in- 
tensity of participation by capital formation in the cyclical fluctuations of com- 
modity product was more marked for the shorter cycles than for the longer 
swing from 1921 to 1932, more marked for the share of declines during contrac- 
tions than for the share of rises during expansions, more marked for measures 
in constant (1929) prices than for those in changing (current) prices, and more 
marked for the share of net capital formation in the changes of net commodity 
product than for that of gross capital formation in the changes of gross com- 
modity product. There were also significant differences in the relative intensity 
of participation in the cyclical fluctuations of commodity product by the various 
specific components of capital formation and of consumers’ outlay on com- 
modities. 

The second part of the report presented an analysis of changes in the com- 
modity product and capital formation for the years from 1932 through 1937, 
the period being treated as one of a single, complete cyclical expansion. The 
magnitude of the rise in commodity product during that period, on a per year 
basis and with adjustment for price changes, was appreciably greater than the 
per year rise either during the expansion from 1921 to 1929 or during the average 
expansion of the four reference cycles in the period from 1919 through 1932. 
To this rise of the commodity product, capital formation contributed a share 
relatively greater than the share contributed by it in the longer expansion from 


"This session is to be published in full by the Conference on National Income and 
Wealth Research. 


_, For definition of terms and detailed estimates for the period 1919-35, see Commodity 
‘tow and Capital Formation, Volume I (National Bureau of Economic Research, 1938). 
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> reference expansion ; and a similar relative increag 
yn, compared with that in the other expansion 
formation (sum of flow of producers’ durable com. 
n, and net flow to inventories) and of the total of 
m of residential construction, business construction, 
coods). There was thus no failure of real inveg. 

n the sense of an absence of a rise from the trough 
in the other components of the commodity (0, 


rorous character of the rise from 1932 to 1937 

| incomplete, in the sense that predepression level 
1 per capita basis and in 1929 prices, the commodity 
from 4 to 9 per cent short of selected pre-1930 
in gross capital formation and in net capita 
preciable (from 9 to 12 per cent in the former 

the latter). Total business capital formation, whether 
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1ising the current durable goods situation, we 
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lent of about 115 billions of dollars, or, if we offset the amount by which durable 
goods consumption has fallen below its former trend, 90 billions. To “make up” 
the latter backlog, it would presumably be necessary that the future rate of growth 
in the durable goods inventory exceed that indicated for the same period by a 
projection of its predepression trend line. There seems no reason to suppose that 
we shall again reach that trend line, to say nothing of exceeding it far enough 
and long enough to make up this supposed backlog. The depression has seriously 
reduced our potential productivity as compared with that indicated by a projec- 
tion of the predepression trend. Even apart from this factor it seems unlikely that 
we could finance the reduction of a 90 billion dollar backlog on top of expendi- 
tures to meet such needs for durable goods as would currently accrue in the 
absence of backlog curtailment. The backlog computed in this way is an illusion. 
§ This is not to deny serious quantitative and qualitative deficiencies in the 

present inventory relative to the standards of a future prosperity. The inventory 
is relatively overweighted with aged and obsolete units. It has probably accumu- 
lated an unusual degree of functional maladaptation and geographical maldistri- 
bution in relation to prosperity demand patterns. It is in many cases quantitatively 
inadequate for prosperity needs. For the great bulk of durable goods, at least, the 
present inventory is such as to create a strong technical position. Given a pros- 
perity level of general business, every important category except public works 
promises an output materially higher than the present one. This is in marked 
contrast to the situation in 1929, when some very important classes of durable 
output (most notably housing construction) were either declining or facing 
imminent declines regardless of the continuance of full or rising activity in the 
economy generally. 

A strong technical position in durable goods generally does not in itself 
guarantee recovery and prosperity. It is, however, a fundamentally favorable 
factor of immense importance. It augurs an early and vigorous reinforcement of 
recovery, however it may be initiated, and contributes greatly to the vitality and 
duration of prosperity when it is achieved. 

It is sometimes supposed that because of the accumulated deficiencies just cited 
we may expect an output of durable goods in the next period of prosperity much 
higher, relative to the output of non-durable goods, than before the depression, 
when no accumulated deficiency was supposed to exist. This is by no means a 
foregone conclusion. There have been many changes since 1929 in the efficiency 
with which existing goods are used, in the quality and durability of new goods, 
and in the willingness and ability of users to purchase new goods, all of which 
will have an effect on future demand. Some tentative estimates of mine indicate 
that if we were to attain full prosperity in three years the ratio of durable to 
total production would be, at most, no higher than in 1929. 


In specific discussion of Miss Kneeland’s paper Mr. Tucker asked how 
communities were sampled in order to make them typical of the areas. The 
tesponse indicated that the makeup of the families was examined to test the 
typicalness of communities for places of the same size and in the same region. 
There was an attempt to select a variety of types of communities. Although the 
National Health Survey figures ran lower they checked largely as respects the 
percentage differences as among regions and the communities. Mr. Baker asked 
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whether the expenditure pattern of families above $5,000 of income was 
tained by a field survey. The response indicated that the field survey include 
very few families above $20,000 of income but was apparently adequate up ty 
that level. Above that level the results were obtained by extrapolation and fy, 
some communities and types the extrapolation began somewhat below $20,009 
Mr. Working inquired as to the basis of confidence in the expenditure patterns 
The response indicated that confidence in the patterns was not based upon simj. 
larity to the Brookings study. Shifting numerical importance of different stray 
and types might change the national total. Data exist for 99 qualitative group; 
and the patterns for those groups can be weighted by new numerical data. Mr 
King asked whether there was an objective basis for the evasion allowance, Ip 
response it was stated that the allowance rested upon a consensus of opinion of 
informed individuals. Mr. Dyason inquired whether it is possible to obtain a 
income estimate after exclusion of taxes and inclusion of benefits from govem. 
ment. This has a bearing on the definition of national income. 

With respect to the paper of Mr. Terborgh, Mr. Merwin inquired why it is 
financially impossible to absorb the backlog. Mr. Tucker remarked that in add. 
tion to the financial difficulty there is a limitation on the absorption of the backlog 
because of an inadequacy of equipment available. Mr. Bell observed that the 
discussion had not brought out the importance of the concept of equality of 
investment and savings in relation to the business process. After remarks by 
Mr. Kuznets tending to narrow the objection to the backlog argument, Mr. 
Terborgh insisted that the backlog could not be measured and that any attemp 
at measurement involved an infinite projection. Mr, Fleming took the opposite 
view, holding that an infinite forecast is not involved. Mr. Judd inquired whether 
depreciation allowances were in agreement with life expectation of physica 
equipment, and the response indicated that corporation statements on deprecis 
tion are not a safe guid 

In the general discussion of all three papers, Mr. Anderson emphasized again 
that the lack of neans of production may limit the output of durable 
goods. Mr. Gray remarked that interpretation of the record revolves about con- 
ditions as they actual! ist, for example, the condition of large unemployment 
in 1937. In response Mr. Kuznets stated that the real issue is whether 1937 was 
the end of a cycle or a point of interruption in a long period of recovery. He 
called attention to t ossibility that in some other countries at other times 
prosperity may have exis long with large unemployment. He dwelt at length 
upon the comparative levels of 1937 and 1929 and stressed the unprecedented 
scope of governmental action. Mr. McCracken observed the superiority of m- 
chinery now in use and inquired whether there was a long-time change in the 
rate of depreciation. If so, he wondered what bearing this might have upon the 
accepted views concert lvantages of the roundabout method of production 
Mr. Hart referred to a paper by Mr. Weintraub presented at another Detroit 
meeting and suggested that that paper measured investment per unit of output 
rather than per unit of r. In response Mr. Magdoff who has worked with 
Mr. Weintraub stated that the paper measured capital utilized per unit of capacity, 
found this capital requirement declining, and also found a slight decline is 
capital per unit of labor 
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PRICE AND PRODUCTION POLICIES OF 
LARGE-SCALE ENTERPRISE? 


By Epwarp S. Mason 
Harvard University 


I 


The current emphasis on price policy, as against price, as a proper object 
of study represents recent economic reflection on the significance of expec- 
tations, uncertainties, market control, and the position of price as one among 
many selling terms. Policy implies some degree of contro] over the course 
of events and, at the same time, the use of judgment as to the probable 
consequences of alternative lines of action. In perfect markets, whether 
monopolistic or competitive, price is hardly a matter of judgment and where 
there is no judgment there is no policy. The area of price policy, then, 
embraces the deliberative action of buyers and sellers able to influence price; 
that is to say, it covers practically the whole field of industrial prices. 

The preoccupation with policy questions certainly indicates a trend 
towards an inclusion in price analysis of an increasing number of institu- 
tional considerations. Pursued to its Hamiltonian end? it implies not only 
an examination of the facts peculiar to each industrial market situation, but 
also a study of the conditions peculiar to each sale or purchase including 
what Messrs. Ford and Firestone dreamed in the night preceding the morn- 
ing of their big tire deal. Particular circumstances may, indeed, justify so 
miaute an investigation. It is submitted, however, that useful work in the 
held of industrial price policies requires a frame of reference of much 
greater generality. To the construction of such a frame of reference, which 
must take the form, I think, of a classification of market structures, recent 
theoretical work makes a useful contribution. It is, however, merely a 
starting point. 

A firm may have a price policy by reason of the existence of rivals of 
whose action it must take account, of the desirability of considering the 
effect o¢ present upon future price, of the possibility of its price in one 
market affecting its price in another, of the possibility of competing in 
other ways than by price, and for many other reasons. All these situations 
involve some degree of market control on the part of a seller or buyer. 
A position of market control, while a necessary, is not, however, a sufficient 
condition for price policy. In addition a seller or buyer must customarily 
conduct his operations by means of a quoted price. A dealer on an organized 
produce exchange may conduct transactions of sufficient magnitude to 
influence the market price. Yet if he buys and sells “‘at the market’ it serves 

a, 1¢ author is indebted to the Shaw Fund and to the Harvard Committee on Research 


he Social Sciences for financial assistance in his work in this field. 
ICE Walter Hamilton, Price and Price Policies, Sections I and IX. 
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no useful purpose to attribute to him a price policy. I limit the meanin 
of this term, then, to buyers and sellers who enjoy some degree of marke 
control and who carry on their purchases and sales through the medium of 
a quoted price.* Practically speaking this includes all selling transactions 
outside of agriculture and the organized produce and securities markets, 


II 


The size of a firm influences its competitive policies in a number of ways, 
In the first place the scale of its purchases and sales relative to the total 
volume of transactions in the firm’s market is one indication of the extent 
of its market control. Taken in conjunction with other data it may throw 
a good dea! ~f light on price and production policies. Certain authorities, 
on the ocher hand, brush aside figures on the relative size of firms as 
irrelevant and emphasize the decisive importance of the elasticity of the 
firm’s demand curve.‘ It would no doubt be extremely convenient if econo- 
mists knew the shape of individual demand and cost curves and could 
proceed forthwith, by comparisons of price and marginal cost, to conclu 
sions regarding the existing degree of monopoly power. The extent to which 
the monopoly theorists, however, refrain from an empirical application 
of their formulae is rather striking.’ The alternative, if more pedestrian, 
route follows the direction of ascertainable facts and makes use only of 
empirically applicable concepts.* One such set of facts embraces the dati 
relevant to concentration 

Secondly, the absolute size of a firm, as measured by assets, employees 
or volume of sales, is also relevant to price and production policies. The 
scale of operations may affect the number and character of the factors that 
are taken into account in the determination of policies; it may also affec 
the way the firm reacts to given market situations. Selling practices at the 
disposal of the large firm may be beyond the reach of its smaller com 

*R. F. Kahn (“The | f Duopoly,” Economic Journal, Mar., 1937, p. 4) dis 
tinguishes the following ne cases 

“(a) At one extrem« the case where, in spite of a change in a competitor’ 
price, firms’ prices remain constant automatically until they are altered as a result of 
deliberation or experi: 

‘“(b) At the other ext the case where it is the volume of sales that automatically 
remains constant until s ther decision is arrived at.” 

The first case is pr: significant and embraces the whole range of industrial marke 
situations in which sell act through price quotations. The second case, however, 
unrealistic. If price var ment to moment with changes in market conditions it \ 
more than probable that for an individual seller) will vary also. 

“Cf. A. P. Lerner, ‘“The Concept of Monopoly and the Measurement of Monopoly Power, 
Review of Economic Stud une, 1934 

*Some theorists, pursu t nalysis on a high plane, refer to their work as “too 
making” rather than “'t sing.”’ A “toolmaker,”’ however, who constructs tools 
no “tool user’’ can use i iking a contribution of limited significance. Some knowledgt 
of the use of tools is probably indispensable to their effective fabrication. 

*] should be far from denying, however, the value of theoretical speculation, even of é 


very abstract sort, in helping to ask the right questions of the data and in indicating th 
irrelevance of much factual material 
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petitors. Large oil firms characteristically brand their gasoline and differ- 

entiate it from the product of competitors by extensive advertising cam- 
paigns. Small firms may, by reason of their size, be forced to sell an un- 
branded product at a lower price. In a society in which size is popularly 
considered a menace, the large firm must consider carefully the probable 
reception of its price and production policies by public opinion and political 
agencies. There is some evidence that the United States Steel Corporation 
for a considerable period of time viewed with favor its dwindling share in 
the national market and, through its price policies, “held an umbrella’ 
over the heads of its growing competitors. Recent aggressive price tactics on 
the part of this company may indicate that it no longer regards such policies 
as politically necessary. If the market be considered to embrace all the 
factors external to the firm which habitually influence its competitive poli- 
cies there can be no doubt that the size of the firm affects the scope and 
structure of the market. 

The size of a firm likewise influences its reaction to given market situa- 
tions. Economic analysis exhibits a disposition to treat the firm as a “‘profit 
maximizing’’ agency the action of which in the market is independent of 
its internal organization. The growth of corporate bureaucracies (with the 
consequent institutionalization of management decisions) , the separation of 
ownership from control, and the growing influence of labor organization 


on policy making are all factors “internal to the firm” which may and do 
affect its reaction to market situations. One of the questions raised by these 
considerations is the meaning and importance of administered prices. To 
this question I shall return in a subsequent section. 


II 


Current consideration of price policy is apt to take either one of two 
quite different directions. One approach, associated with the theory of 
oligopoly and monopolistic competition, starts with various elements of the 
market structure of the individual firm and derives therefrom conclusions 
regarding the price and production policy of this firm. The other begins 
with an examination of the behavior of prices and through correlating 
various measures of price behavior with other measurable economic variables 
works back towards differences in the structure of markets in an attempt to 
explain the observed differences in price behavior. 

The practical utility of the analytical method has been to focus attention 
on rivals’ reactions as considerations in the determination of price and 
production policies and on the importance of non-price forms of competi- 
tion. Whether the further elaboration of techniques of analysis yielding 
results of illusory exactness are useful is doubtful. The broad justification 
of this type of analysis must be that it provides a pattern of thought useful 
in separating data which are relevant from those which are irrelevant to the 
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a ticket of admission to institutional economics. It is to be regretted that 
nore theorists have not availed themselves of this privilege. If they had 
there would certainly be less of a disposition in the literature on the decline 
f competition to assume that in all markets dominated by a few sellers 
ye to be found the same or similar patterns of price policy. 

The statistical approach to price policy starts with an examination of 
stice behavior and then proceeds to correlate various measures of price 
change with changes in other economic variables. Despite the recognized 
lefects in price data, recent work along this line has made clear characteris- 
tic differences in the various groups of prices and has raised problems of 
xdmitted importance. Typically, however, this work exhibits certain weak- 
nesses. First, it has been insufficiently recognized that, proceeding from 
the standard products of the raw material markets to the differentiated 
oroducts of the highly fabricated goods markets, price as an index of the 
ctms on which buyers acquire or sellers dispose of commodities tends to 
lose significance. The introduction of various forms of non-price competi- 
tion and a proliferation of selling terms emphasize the necessity to take 
these considerations into account both in an analysis of sellers’ price policy 
ind in determining changes in the position of buying groups.’® Second, 
the measures of price behavior customarily employed are frequently much 
too general to serve the purposes to which they are put. This is conspicu- 
usly true of commonly used measures of price sensitivity. An all-purpose 
measute of price sensitivity or flexibility is subject to as many and as serious 
bjections as an all-purpose index number. Price is a function of many 
variables and price sensitivity or flexibility acquires significance mainly as 
1 relationship between price change and change in some one or more of 
these variables.*? Prices may be sensitive to changes in inventories, demand, 
costs, and in other prices, or to changes in some of these variables and not 
a others. Third, the attempt to correlate measures of price behavior with 
ther data such as industrial concentration and product durability on an 
economy-wide basis is apt to include irrelevant and exclude relevant de- 
teminants of price policy. It seems probable that empirical work will 

In this connection it is necessary to distinguish between two quite different attacks on 
the validity of existing price data. It may be objected that the quoted price is inaccurate 
decause it is not the price at which sales actually take place; e.g., the B. L. S. quotations 
n sulphuric acid were, during the depression, highly inaccurate since they represented 
ulimportant sales to small purchasers while the bulk of the sales during this period were 
ade at much lower prices to large industrial users. On the other hand it may be objected 
that the quoted price is inaccurate because it is merely one among many conditions of sale. 
in so far as the other conditions of sale cannot be legitimately reduced to price terms— 
aac they usually cannot—this is not an objection to the validity of the price as such. 

‘Some of these relationships are, of course, much more important than others. I should 
o€ prepared to admit, with Lerner, Kalecki, and Dunlop that—at least for commodities 
‘ which price is the only significant selling term—the relationship between price and 

ginal cost is peculiarly significant both for —— and policy. Cf. A. P. Lerner, op. cit.; 


M. Kalecki, “The Determinants of Distribution of National Income,” Econometrica, April, 


ed ‘ bs Dunlop, “Price Rigidity and Degree of Monopoly,” a manuscript to be pub- 
shed short y. 
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frequently bears a very attentuated relationship to owners’ interests, in 
which management is increasingly professionalized, in which the character 
of labor organization may influence price and production decisions, and in 
which at best a considerable area of important price decision must be 
routinized and delegated to subordinates. The result is that management, 
in the determination of price and production policies, is subjected not only 
‘0 market pressures but influenced in its action by considerations internal to 
the firm. 

The United States Steel Corporation, considering all the quantity and 
juality variations involved in adapting forty or fifty basic products to the 
specifications of its customers, is faced with the problem of setting some 
ifty thousand prices. While market considerations may, at one time or 
nother, influence the relationships between these prices it is impossible to 
make independent decisions respecting prices with every change in the 
market situation even if such action were thought desirable. The result is 
that pricing on individual orders is delegated to price clerks armed with an 
daborate book of extras and such specific directions as to its use as may be 
thought desirable. The International Harvester Company, in servicing its 
igricultural implements, manufactures and stocks some two hundred and 
fifty thousand separate parts. In pricing these parts considerations relevant 
to the organization and administration of the firm are probably at least as 
important as considerations relevant to the market situation. 

The locus and character of control within the firm may likewise be rele- 
vant to basic price and production policies. The familiar contrast between a 
financial type of control primarily concerned with the conservation of assets 
and control by entrepreneurial types mainly concerned with expanding out- 
put and the firm’s share in the market is doubtless too easy. Conservation of 
assets May necessitate an expansion of output and, after all, bankers called 
in to rehabilitate a declining firm have been known to advise price reduction 
as a remedy. Furthermore in those cases in which the supposed influence of 
entrepreneurial and financial attitudes are sharply contrasted, e.g., automo- 
diles and steel products, the differences can probably be more adequately 
explained by market conditions than by considerations relevant to the inter- 
nal organization of firms. Nevertheless it is true to say that organizations 
make men, as well as the reverse, and in the making of men policies are also 
made. During the recent flurry of price cutting in the steel industry the 
president of the Steel Workers’ Organization Committee announced that if 
price cutting continued organized labor might be forced to take action since 
price cutting always leads to wage cutting.” The character of control and 
the action of control in the determination of policy—including price and 
prodution policies—is influenced not only by the pressure of labor but by 
many pressures arising from group relationships within the firm. These 
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sate all the important and interesting problems to the area of intermarket 
relationships. An alternative would be to conceive of a market as an area in 
geographic and product space bounded, in Joan Robinson's phrase, by a gap 
ia the chain of substitutes. Within such an area, however, assuming that it 
-ould be defined, the position of individual sellers and buyers may be very 
different with respect to the influences affecting business policy. These and 
ather considerations suggest that, at least in the industrial area, the market. 
ind market structure, must be defined with reference to the position of a 
single seller or buyer. The structure of a seller’s market, then, includes all 
those considerations which he takes into account in determining his business 
policies and practices. His market includes all buyers and sellers, of what- 
ever product, whose action he considers to influence his volume of sales. 

The classification of market structures on the seller’s side consists, then, 
in grouping together those firms, in whatever industry, which operate under 
the same or similar objective conditions.** Among these conditions are the 
economic characteristics of the product: is it a producers or consumers good, 
is it durable or non-durable, is the product of an individual seller differen- 
tiated with respect to the products of other sellers in the same market or is it 
standardized? Another group of conditions relate to the cost and produc- 
tion characteristics of the firm’s operation. The ratio of overhead to variable 
costs at given volumes of output and for given variations in volume of 
output, the flexibility of costs, locational factors, and the existence of joint 
cost are all important. A third class of considerations has to do with the 
numbers and relative sizes of buyers and sellers of whose action our given 
seller has to take account and with the relative ease of entry for new firms. 
Among the demand conditions which are empirically determinable may be 
mentioned the trend of sales, seasonal and cyclical fluctuations in sales, and, 
roughly, the knowledge possessed by buyers with respect to the quality and 
characteristics of the product. Differences in distribution channels provide 
another set of conditions of great importance for the policies and practices 
of a firm. The accurate specification and measurement of these and other 
market conditions with respect to an individual firm admittedly presents 
great, but not insuperable, difficulties. Properly used the available data 
should permit of an illuminating grouping of firms into classes exhibiting 
roughly the same type of market conditions. Under similar market condi- 
tions may not firms be expected to pursue similar policies and practices? A 
careful study of the empirically determinable differences in market structure 
may go far in explaining observable differences in policy and practice. 

It may be objected that most of what ate here called market conditions 
are already taken into account in traditional value and price analysis in much 
neater fashion. That is, at least in part, true in the sense that traditional 


“The author is at present engaged, with his colleague, Professor D. H. Wallace, in 
working out a classification of industrial market situations. 
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analysis purports t ; the results of many policy determining consider. 
tions in the fort ind and cost curves which are, for different tim: 
periods and under jualifications, single valued functions of output 
We can admit that if t and demand curves for short, long, and intermedj. 
ate periods were d rable, rather than assumed, a large part of what js 
called business p uld be explained without resorting to so crude; 
device as a classifica f market structures. It is, however, precisely be. 
cause theoretical te jues of price analysis have been constructed without 
regard to their empirical applicability that such a classification is necessary as 
a first and primari rtant step towards an understanding of busines 
policies and pract 

Enough has beet i to suggest that the size of firms is only one among 
many factors influencing price and production policies. It requires no more 
than a cursory examination to perceive that large firms confronted with 
different market tions pursue different policies and practices. In the 
automobile industr xistence of large firms and relatively small number 
of sellers was not incompatible with steadily falling prices which pushed the 
use of the product into lower and lower income classes until well into the 
1920’s. When large returns from price reductions seemed no longer possible 
automobile manufacturers turned their attention to accelerating the replace 
ment demand for 1 rs by yearly changes in the design and structure of 
their product. By and large it probably continues to be true that a strong 
tradition exists in tl lustry to the effect that a substantial price reduction 
or an improvement of the product should be made in each year’s model. The 
shift in emphasis f1 rice to product competition may well have been the 
result rather of a change in the economic age of the industry than a change 
in the size or nun f sellers. Although the price and production policies 
of the automobil try are frequently contrasted with policies in the 
steel industry, may \ t expect the former to approximate the latter a 
demand for motor becomes almost entirely a replacement demand and 
as product improvement takes increasingly the form of mere design ot 
gadget changes? T! mic age of an industry exerts an important in- 
fluence on the pol nd practices of firms in the industry. There 1s: 
widespread convict nong businessmen that aggressive price compet: 
tion is an effective policy only during the period of an expanding marke 
and that with a relat stable or declining demand some type of controlled 
competition is in th rests of all sellers in the market. Controlled price 
competition is not a policy limited to large firms or markets in which sellers 
are few though, of numbers may be so large as to make effective 
control difficult. 

In the steel industry price and production policies differ markedly « 
between products roing substantially the same fabricating proces 
and sold by substant the same firms. A striking example of a divergenct 
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in price policies over the cycle is suggested by the behavior of the prices of 
jutomobile body steel as compared with the prices of galvanized steel sheets 
in the period between 1929 and 1937. Both of these products are made in 
the same kind of mill and the technological process is very similar. One, 
however, is sold to a few large buyers and the other to many small buyers. 
Automobile sheet prices declined more sharply from the beginning of the 
depression and at the bottom were 38.5 per cent below the 1929 level while 
galvanized sheet prices were only 28.7 per cent below 1929. On the rise 
since 1933, the price of automobile body steel went up more slowly than 
that of galvanized steel sheets. During 1937, the price of the latter exceeded 
its 1929 level by 6.2 per cent while the price of the former was still 12.8 
per cent under its 1929 level. 

In the rubber tire market four large firms sell around 75 per cent of the 
total volume and there are in the whole industry no more than twenty-eight 
firms. Yet price and production policies would seem to be quite different 
than in other markets, e.g., cigarettes, in which firms are large and the 
number of sellers are few. Consideration of the structure of the tire market 
appears to indicate that the character of distribution channels exerts a deci- 
sive influence on price policies. In the market for tires as equipment on new 
cars the sellers are confronted with buyers each large enough to undertake 
tire production himself if dissatisfied with the price. In the replacement 
market a number of different distributive channels induces a discount struc- 
ture which facilitates price cutting on the slightest provocation. While the 
personality of Firestone, plus the fact that his firm is admittedly a low cost 
producer, has no doubt been an important factor, it seems probable that if 
Firestone, like God in another context, had not existed the structure of the 


tire market would have created him. 


Another type of market in which the large firm has typically followed a 
policy of aggressive price competition is to be found in the field of distribu- 
tion. Here the price we are concerned with is the spread between manufac- 
turers’ and retail prices. Forty or fifty years ago by all accounts the distribu- 
tion patterns for most consumers goods sold at retail was highly standard- 
ized, with full-function wholesalers and retailers operating under a relative- 
ly inflexible mark-up system. The growth of chain stores and other types of 
mass distributors has probably contributed not only toward a lowering of 
the manufacturer-retail margin but toward making it more flexible over the 
cycle. This influence is likely to continue—unless checked by recent and 


| prospective legislation—as long as mass distributors can acquire by aggres- 


sive price tactics an increased share of the available sales. 

These examples seem to indicate that the price policies of large firms are 
apt to be influenced by the stage of economic development of the industry 
in which they operate, by the size of buying units, the character of distribu- 
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small. Among the low-priced products were wallboard, glass, sewer pipe, 
and a number of porcelain products fabricated by large firms in industries 
with high concentration, and, on the other hand, a number of products 
typically produced by small concerns. It is difficult in this instance to dis- 
cover any pattern of price behavior which would throw light on the relation- 
ship between size of firm and price policy. 

The relative size of a selling unit, to recapitulate, is one element—doubt- 
less a very important one—in the structure of a firm’s market. As such it 
exerts an influence on the policies and practices of the firm. But firms of 
given size, relative to the extent of their markets, will follow very different 
price and production policies in different market situations. Differences in 
the character of price response to given changes in the cost or demand con- 
ditions facing a firm or group of firms is to be attributed both to differences 
in the internal organization of the firm and to differences in the structure of 
the market in which the firm, or group, is placed. An analysis of the relation 
between organizational and market differences and the character of price 
response is the central problem of price analysis. The relation of size to price 
policy is merely one part of the problem which, taken out of its setting, is 
not very amenable to fruitful discussion. 


VI 


In conclusion a few remarks may be offered on the relation of price 
analysis to public policy. A consideration of the consequences of different 
types of price response to changes in costs and demand for the functioning 
of the economy is the prerequisite to effective public action in the price area. 
These consequences can be usefully divided into two groups: 

1. The effect of differences in price responses on the distribution of 
economic resources among different uses. This is the traditional monopoly 
problem. A monopoly position is supposed to lead to restriction of output 
and of investment in the monoplized area below that which is desirable and 
attainable with a greater degree of competition. A whole range of problems, 
therefore, centers around the effect of price policies and price relationships 
n the distribution of economic resources as between various uses. 

2. The effect of differences in price response on continuity in the use of 
resources already invested or available in different uses. This is primarily a 
business cycle problem. It is frequently maintained that certain types of 
price response to changes in costs and demand conditions are more favorable 
(0 continuous employment than others. The second group of problems, 
therefore, turns around the effects of different types of price policy and 
behavior on the continuity of employment of economic resources. 

The argument, for both groups of problems, runs from differences in 
market structure to differences in price response, and from differences in 
price response to the consequences of these differences for the functioning 
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of the economy. Proposals for public action, therefore, must consider, firy 
what types of pi ehavior and price policy are most conducive to x 
effective use of resources, and, second, within what limits appropriate publi 
action is likely to be able to influence price behavior. 

Although a good deal has been written both on the effect of restrictiy, 
policies on the distribution of resources and on the effect of price policies o 
fluctuations in employment and output, very little has been done to form. 
late tests of undesirable price behavior applicable to public action. Specifical 
ly, what sort of tests are indicative of the existence of a price sufficiently high 
to restrict output and investment below desirable levels? What types of price 
behavior in industrial markets would be likely over the cycle to promote; 
fuller use of economic resources? 

Without attempt to answer these questions attention may be called tr 
three issues of immediate importance in the price field facing economists 
interested in public | 

First, is it desiral that durin 
prices respond read ways that can be roughly specified) to changes in 
costs, sales, or other variables of determinable magnitudes? If not for all 
commodities, for what groups of commodities should prices be flexible? 

Second, should types of price behavior, the use of price formula 
or particular price policies be accepted as prima facie evidence of violation 
of the antitrust acts 

Third, is price competition ever sufficiently ruinous to justify public a- 
tion? What are the tests of ruinous competition and what type of publi 
action 1s appropriat 

In so far as the pt | production policies of large-scale enterprise pro- 
vide a proper field { blic action, these are critical questions. 
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CHANGING DISTRIBUTION CHANNELS 


By WILLARD L. THORP 
Dun and Bradstreet, Inc. 


Along the process whereby raw materials are transformed into com- 
modities in final consumers’ hands, there are many functions which in- 
evitably must be performed, regardless of the nature of the economic or- 
ganization. Economists frequently summarize them as the creation of form, 
time, and place utilities. These are by no means the same for all products or 
for all consumers. Financing the consumer by the installment plan has not 
yet been extended to cigarettes, nor do all automobile purchasers pay as they 
tide. The importance of style and design, so dominant in the millinery in- 
dustry, has not yet emerged with equal force in the case of oyster packing, 
and bread seems to require more advertising than butter. 

Assuming such variations to exist, it remains true that for any particular 
raw material-to-product sequence, there is nothing inevitable with regard to 
the location of the various functions within any existing pattern of economic 
enterprises. The entire process may be under a single control, as in the case 
of the farmer who optimistically sends eggs direct to customers by parcel 
post. It may be round about and subdivided among at least a dozen inter- 
mediaries, as in the case of transforming raw cotton into a house dress. 
Often there are many channels all in simultaneous operation—a single 
manufacturer of rubber tires may sell to wholesalers, to mail-order houses, 
to a filling station chain, to large fleet buyers, to independent retailers 
through his own wholesale branches, to his own retail stores, and direct to 
his own employees. 

A consideration of changing distribution channels must record not only 
the continued contest among the various routes to the consumer but also the 
shifting location of functions along the different channels. Advertising, for 
example, may be undertaken by the manufacturer, by a co-operative arrange- 
ment between him and the retailer, or by the retailer himself. Inventory 
may be carried at any of several points. The function of determining the 
retail price may, through the operation of resale price maintenance contracts, 
be shifted from the retailer to the manufacturer. In the case of state laws 
establishing minimum prices or mandatory mark-ups, even state legislatures 
have taken a hand in what has historically been a function of the retailer. 

The complicated character of present-day distribution is the result of the 
many interrelated forces which make our economic system dynamic. Since 
the operating unit of retail trade can be no larger than its trading area, the 


| growth of cities and the development of automobiles and roads have been 


fundamental to the rise of large store units. Mass production has created 
national markets while the development of large-unit products, particularly 
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the so-called consum urable goods, has encouraged many specialized 
types of selling. Me: Bes has appeared as an art and competitive 
pressure resulting from excess productive capacity has made “selling” the 
concern of every | 1essman. Not only have economic forces been exceed. 
ingly active but the various interested parties engaged in the struggle for 
survival have turned to the authority of government for aid, and more and 
more the problems of distribution are becoming the concern of our legisla. 
tors. During the last decade, it is probable that more legislation relative to 
the processes of distribution than of manufacturing has been added to the 
statute books and survived court scrutiny. The battle of the channels is ; 
national issue. 

At the present time the ultimate consumer purchases from retailers about 
90 per cent of the commodities which he buys. Another 5 per cent is ob- 
tained directly from manufacturers; about 3 per cent from farmers; and the 
remaining 2 per cent from wholesalers, importers, and other intermediaries, 
A very small fraction is purchased directly from fishermen, coal miners, and 
the like. Direct purchases from manufacturers, while small in the total, are 
important in a few fields such as bread, ice, ice cream, newspapers, corsets, 
window shades, and, of course, brushes. By and large, however, the over- 
whelming dominan nnel to the consumer is via the retailer. 

The real diversity in channels appears in the interval between the manv- 
facturer and the retailer. The traditional double-play is manufacturer to 
wholesaler to retailer. The break with tradition is the shift to a direct flow 
from manufacturer to retailer with either or both absorbing the necessary 
functions of wholesaling. Warehousing, for example, has sometimes been 
undertaken by the n facturer in the establishment of wholesale branches; 
in other cases, mass distribution such as the chains has established central 
warehouses for servicing their own outlets. From the point of view of 
retailers, the picture disclosed by Census data for 1929 indicates that some- 
what near 25 per cent of all commodities sold by them were purchased direct 
from manufacturers, about 68 per cent were obtained from wholesalers, 
including manufacturers’ wholesale branches, and the remainder was di- 
vided fairly evenly between purchases from importers, miners, and farmers, 
and purchases from other retailers 

The most elaborate recent information available on channels of distribv- 
tion is found in the Census blue-book, Distribution of Manufacturers 
Sales, which data wer ole ete concurrently with the 1935 Census of 
Manufactures, and compiled and published as part of the Census of Bust- 
ness, 1935. The record covers about 38 billion dollars of so-called distrib- 
uted sales, omitting intra-company transfers. Sales negotiated by agents or 
brokers are classified according to purchaser. For our purposes, the subdivi- 
sion can be reduced to three groups: (1) sales to wholesalers and jobbers; 
(2) sales which by-pass the independent wholesalers and move through 
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anufacturers’ wholesale branches or direct to retailers; and (3) sales 
hich by-pass both wholesalers and retailers, moving directly from the man- 
facturer into industrial or household consumers’ hands. Thus, for 1935, the 
‘ensus report indicates that wholesalers and jobbers took 26.5 per cent of 
he total of manufacturers’ sales. The direct channel to retailers accounted 
or 41.6 per cent, of which sales through manufacturers’ wholesale branches 
nccounted for slightly less than half. (It should be noted that to the extent 
9 which these wholesale branches sell to independent wholesalers or to ul- 
imate consumers, this figure is too high and the other components are too 
low.) Finally direct sales by manufacturers total 31.9 per cent, the bulk of 
hich went to industrial and institutional consumers. Manufacturers’ sales 
9 household consumers, included in the above figure, were reported as 2.1 
er cent and sales through their own retail stores at 1.7 per cent. These last 
items are undoubtedly too low, inasmuch as for individual industries the 


SCensus Bureau found it necessary to combine one or both with some other 


item in the industry report “to avoid disclosures of individual operations,” 
nd they were not unscrambled in calculating the national totals. On the 
basis of these figures it would not be unreasonable to guess that, in 1935, at 
Jeast one-half of manufactured goods sold by retailers reached them without 
assing through the hands of independent wholesalers. The percentage 
varies, of course, by lines and among the various enterprises in each trade. 

Of even more interest than the extent of the various channels is the ques- 
ion of the direction of recent trends. Records of manufacturers’ sales were 
collected by the Census Bureau for both 1929 and 1935 and comparative 


totals were presented in the 1935 Census report, based upon industries 


which represented about three-fourths of the total value of distributed sales 
in 1935. While the underlying data give every evidence of presenting an 
accurate picture, industry by industry, close examination indicates that the 
summary figures are open to some question. For our purposes, they cannot 
be used because they are weighted according to the sales by each industry in 
each year, respectively, and thus reflect shifting industry importance as well 
as changing patterns in each industry. More important, however, is the fact 
that groupings to avoid disclosure were frequently different in the two years, 
but no correction was made to achieve comparability. Finally, some groups, 
such as iron and steel, showed general averages which are so widely at 
variance with the individual industry components as to suggest that com- 
parable coverage was not perfectly preserved. Unfortunately, therefore, the 
Census summary cannot be used for the purpose of measuring general shifts 
in the channels of distribution. Using the same basic data new calculations 
have been made based on the ninety industries for which a complete break- 
down was given in both 1929 and 1935. They include 57 per cent of the 
total distributed sales by manufacturers in 1935 and therefore cannot be 
used to measure the actual level of each channel, but rather for the purpose 
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Although the necessary calculations were tathe 
be summarized in brief space: 


F MANUFACTURERS’ SALES, 90 INDUSTRIES 


Unweighted Weighted 

1929 1935 1929 1935 

37.3% 33.2% 29.4% 2634 

lesale branches 36.4 40.2 46.5 49.9 

26.2 26.6 24.1 238 

regard the ninety industries as ninety cases of 

the weighted averages weigh each industry in both 
distributed sales. The two sets of indexes sugges 

[he change in direct sales to users or consumers j 
i per cent in the unweighted figures and down 03 
However, both measures show a definite shift in 

| by-passing of the independent wholesaler in le. 
tailers. Wholesalers lost 4.1 per cent by one index 
other. Retailers gained 3.8 per cent by one and 34 
[he importance of such a change is indicated by the 
per cent from one group to the other means 40 
One might therefore make a rough and unwa: 
indicated shift from 1929 to 1935 for all mam: 
in the neighborhood of 1.5 billion dollars of sale 
; fail to disclose the variety of pattern recorded by 
industries. Wholesalers increased their activity in 
ind lost ground in sixty-nine. The cases of whole 
ialty industries—biscuits and crackers, confection: 
yrtenings, vinegar and cider, fur felt hats, candle 
igars, window shades, and the like. The most ir: 
troleum refining and rubber tires. Sales to retailers 
rained ground in sixty-six cases, were unchanged 


in twenty-three. The greatest gains in direct sales to 


textile and leather products fields. Direct sales t 

re more nearly balanced, rising in forty-seven cases 
| declining in forty-one. The most frequent com: 

been expected from the indexes, is the decline of the 

lirect sales to retailers. 
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Distributive channels are not easily changed. Business institutions are 
subject to inertia and a change in marketing policy is not something to be 
taken lightly. Existing customers of a given type are always more comfort- 

ing than potential customers of some other kind. Probably the incentive for 
the rise of direct-to-retailer selling has not come so much from the manu- 
facturer as from the increasing importance of a new class of customer. Un- 
doubtedly, a leading factor in this record of shifting channels has been the 
rise of the mass distributor. I do not wish to suggest that the term ‘mass 
distributor’ is synonymous with chain store systems. However, I shall con- 
fine my further remarks to that aspect of mass distribution.’ 

It is easy to summarize the growth of chains up to 1929. The chain-store 

population grew at an amazingly steady rate. Except for the War years, 
when the rate was appreciably accelerated, the annual increase in number 
of chain outlets proceeded neatly along a compound interest curve, doubling 
in number about every six and one-half years. Wearing apparel chains 
increased more rapidly in number, while grocery chains increased somewhat 
less rapidly. However, this last fact was more than offset by the extraor- 
dinary expansion of the Great Atlantic and Pacific Tea Company, which 
increased from 10.8 per cent of all chain outlets in 1914 to 30.9 per cent at 
the end of 1925. After 1925, the rate of expansion in the established fields 
noticeably slackened, in some degree due to the slower growth of A. and P. 
However, the rapid development of the filling station and automotive ac- 
cessory fields supported the trend. The discovery of the chain store field by 
investment bankers also led to many consolidations in the late twenties. Up 
to 1929, the picture was one following exactly the Malthusian formula for 
natural increase of population—a strictly geometrical progression. 

Since 1929, the picture has been much less clear-cut. Despite further 
increases in the automotive group, the 1933 Census of Distribution te- 
corded a net reduction in chain outlets of about 7,000, contributions to the 
decline being made by nearly all lines, the largest by the grocery field. This 
was the first break in the upward trend which had been so amazingly con- 
stant since the beginning of our records. Neither of the earlier depressions 
of 1908 or of 1921 had even made a dent in the rising trend line. The 
situation was reversed between 1933 and 1935, the total remaining almost 
constant for all lines except for chains of filling stations, which were reduced 
by 17,000, or nearly one-half. The recent years have seen the steady expan- 
sion of chains in the women’s ready-to-wear group, the automobile ac- 
cessory and tire fields, an¢ .n certain specialty fields such as bakery products 
and dairy products. 

Data are available for the number of outlets operated by certain of the 
larger chains. For thirteen of the leading chains in the grocery field, three 

' For t evidence introduced in this section of my paper I am indebted to the “Chain Store 


ms ' of the Federal Trade Commission, the various censuses of distribution, the com- 
pilations of Hugh Foster, and the records of Dun and Bradstreet, Inc. 
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reached their peak in number of stores in 1929, two in 1930, five in 193) 
and the last three in 1932. The decline in A. and P. from its peak is reporte; 
variously from 750 to 3,000 stores. The next twelve food and grocery chain 
which total 19,222 stores at their various peaks had reduced their outlets t) 
15,846 at last reports, a decline of 18 per cent. 

Chains in the limited variety field, however, show no such trend. In eigh 
out of ten cases they are operating at peak levels, though without any ey) 


dence of major expansion programs. The other two followed a policy of 
curtailment from 1931 to 1934 but have since been expanding again. In th 


apparel and the auto supply fields even greater expansion is evident. In the 
shoe field, two of three major chains are still expanding rapidly. In the cay 
of restaurants, however, three out of four have curtailed considerably, |p 
the drug and cigar fields, bankruptcies have made long-range records diff. 
cult, but three of five chains are at their peak levels. 

From these records, it should be evident that a marked difference is a 
parent between the chains in the grocery field and elsewhere. That one field 
the one which alon unted in 1935 for about 50,000 of the 140,00 
chain outlets, records a universal and drastic policy of retrenchment in out: 
lets. Probably filling station chains, for which I have no data other than tha 
of the Census, show an even greater reduction. To be sure, individual chains 
in other fields are also reducing the number of units, but they are clear 
exceptions. Most chains in other lines are holding at present levels or ad: 
vancing to new peaks 

It is important to have one other set of facts in mind; that is, the record 
of sales. For nine major grocery chains, not including A. and P., whos 
figures are not available, sales in 1929 were 898 million dollars. For 1937 
they totaled 1,011 million dollars, an increase of 13 per cent, this in the face 
of a greatly reduced number of stores. A similar story of increased sales is 
apparent in all the other fields, six out of nine variety chains having e- 
ceeded their 1929 level in sales but with the assistance of store expansion as 
well. The three shoe chains had sales in 1929 of about 55 million dollars 
in 1937, they totaled over 67 millions. Two drug chains have advanced 
from 62 to 90 millions and the leading auto supply chain has more than 
doubled its sales. 

In all this record, the significant change seems to lie in the record of 
grocery chains. After a long established policy of seeking increased profits 
by increasing the number of outlets, A. and P. appears to have changed it 
policy in 1925. Sales for an average A. and P, store of $31,000 in 1924 were 
pushed up to $68, by 1929. It is perhaps a form of business sophisti: 
tion to discover that an enterprise can reach the point of diminishing retums 
and that further increases in profits must come not so much from adding 
more units of like kind, but from the elimination of unprofitable units ot 


activities. At any rate, grocery chains seem now to be clearly aiming at more 
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volume per store rather than at more store per chain. In many market areas 
single large stores are being substituted for clusters of smaller stores in the 
neighborhood. These new large units so closely resemble super-markets, that 
experts disagree as to whether or not they should be included in the new 
category. I may summarize the new principle as “the way to strengthen a 
chain is to remove its weakest links.” 

Inasmuch as evidences of the new policy first appeared in 1925, and the 
policy was generally adopted by 1931, it can hardly be blamed on the chain- 
store tax laws. Nevertheless, these have acted as a factor contributing to the 
enforcement of the trend and, furthermore, to driving an additional wedge 
between the records of the grocery chains and those in other fields. 

The last few years have seen nearly one-half the state legislatures levy 
some special form of tax on chain stores. In general, the form taken is that 
of a graduated license or occupation tax levied annually, the rate increasing 
according to the number of stores in the chain in the state, although Louisi- 
ana started a new precedent by relating the rate to the total number of stores 
in the chain regardless of the location. 

By the end of 1935, such taxes were in force in sixteen states. Comparison 
of chain store outlets and sales in 1933 and 1935 should give some indica- 


ftion of the immediate effect of the new laws. That there is no universal 


reaction is shown by the strange case of Maine. To be sure, its law, since 
repealed, set a rather low maximum rate of $150 per store over twenty-five 
in the chain. However, from 1933 to 1935, the number of chain outlets in 
Maine increased more than in any other New England state, none of which 
had such laws. And Maine was one of the four states (it apparently has a 
habit of disliking to follow the majority) in the country in which chains 
increased their proportion of total sales. 

Three of the chain-store tax states which showed the greatest reduction 


f in the number of chain outlets are cases where the usual exemption for fill- 


ing stations was omitted—Indiana, Iowa, and Colorado. However, despite 
major reductions in outlets, in no one of these states was the decline in the 
total volume of business done by chains particularly noticeable. In fact, in 
Colorado, despite a decrease of 26.8 per cent in outlets, the share of total 
business done by chains actually increased. 

In general, one is impressed by the absence of correlation between taxes 
and chain-store trends up to 1935 except in the filling station field. In that 
instance there was already considerable discontent among the refiners with 
their captive chain outlets, and they quickly transformed their status to that 
of lanulord only, a device which apparently worked so well that it was 
adopted in states where no chain store tax laws existed. However, other 
chains seem to have been little affected up to 1935. At that time, there still 
remained legal controversies which have since been cleared away. The en- 
actment of the Pennsylvania law in the spring of 1937 at once brought 
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announcements of closings by several of the leading grocery chain operatos, 
in that state. 

It is obvious that the burden of the tax depends in large degree on th 
size and profit ratios of the stores operated by the chains concerned. Both 
grocery and shoe chains tend to operate small-scale outlets and groceries, iy 
particular, with a thin margin of profit. In the grocery field, several of the 
major chains average as little as $40,000 sales per year per outlet, the Grex 
Atlantic and Pacific Tea Company and Kroger Grocery and Baking Com. 
pany are perhaps near $60,000, and Safeway Stores appears at the top with 
an average of over $100,000. Three leading shoe chains all fall slightly 
above the $50,000 per year level, although their profit margin is consider. 
ably above that for grocery stores. The limited price variety chains, hov. 
ever, run from $100,000 sales per store per annum up, with F. W. Wool- 
worth Company at $150,000 sales per store and S. H. Kress and Compan; 
at the top with a $350,000 average. Drug, restaurant, and auto supply chains 
are also usually over the $100,000 size bracket. 

To bring this generalization down to earth, let us make the severe assump- 
tion that the Louisiana tax law be enacted in all states, which would mean; 
tax of $550 per store per year. Assuming for the Great Atlantic and Pacific 
Tea Company the figure of 15,000 stores, and that is probably too high, 
the tax would be $8,250,000, or almost exactly one-half the net profits 
reported for 1937. Safeway Stores, Inc., with about 3,275 stores in 1937, 
would have a tax payment of $1,800,000 against a net profit of $3,000,000. 
However, F. W. Woolworth Company, the largest limited variety chain 
with its 2,000 stores, would pay $1,100,000 against a net profit for 1937 of 
$33,000,000. J. C. Penney Company, taken to represent the general mer- 
chandise field, with 1,500 stores, would pay $825,000 compared with 1936 
net profit reported to be about $19,000,000. The Walgreen Company, in 
the drug field, with its 500 stores would pay $275,000, compared with a ne 
profit of $2,750, And Melville Shoe Corporation, with its 700 Thom 
McAn, John Ward, and Frank Tod stores, would pay $385,000 of 1937 
profits of $1,900,000 

These estimates indicate that the impact of the tax is greatest on the food 
and grocery chains, but even there is not clearly destructive. To the extent 
that individual states such as California and New York do not join the 
movement, and rates in other states are below the Louisiana basis, the bur- 
den will, of course, be appreciably less than the above estimates. On the 
other hand, if Congressman Patman succeeds in his program for a double 
jointed tax law, multiplying the base rate by the number of states in which 
the chain operates, the above estimates of tax burden will be sad under 
statements. 

While many other factors can be suggested as contributing to this bit 0! 
economic history, I should like to center my analysis around the propositiot 
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iat mass distribution is primarily dependent upon price competition for 

ystomers to capture and hold its market. The grocery chains have seen their 
,dvantage disappearing, as voluntary groups have obtained the price differ- 

atials of mass buying for the independents. A further factor in the process 

f equalization is the influence of the Robinson-Patman Act, in leveling 
somewhat the treatment of purchasers. These advantages have, of course, 

een of considerable assistance in permitting lower selling prices to con- 
sumers. The new defense, or perhaps we should say offense, is to achieve 
further economies through mass distribution in the individual outlet. The 
possibilities along this line have been demonstrated rather emphatically by 
the super-market. It is significant that what little we know about super- 
markets indicates that they have attracted customers away from the chains 
rather than from independent retailers, since the appeal of the new outlets 
is essentially in the area of price. Evidently there is a fraction of the public 
which can be captured by a price appeal. Other things being equal, they may 
§ prefer the personal relationship and service of the neighborhood independ- 
ent. Of course, a few serious shoppers are undoubtedly attracted by the 
super-market’s permission for them to trundle their carriages about among 
the grocery items undisturbed by blandishment or blarney. But the chain 
store’s prospective customers are essentially those in the population who 
can be attracted by price advantage either real or fancied. 

This thesis is further supported by considering the other areas in which 
chains are still proceeding along well-established lines. By definition, the 
limited price variety chains operate their large units with a definite price 
appeal. They have so captured their market that competition from inde- 
pendents is negligible and their expansion is based on price competition 
with numerous specialty shops—hardware stores, stationery shops, and the 
like. The drug and auto supply chains are definitely low price operators, 
maintaining their positions in considerable measure through volume. The 
shoe chains usually have intimate relations with one or two ménufacturers 
so that jointly they have developed a low price article relative to quality. 
Only in the grocery chain has the ability to maintain a price differential been 
seriously challenged by independent competitors. 

As a final bit of supporting evidence, the record of the depression should 
be noted. As income fell, the percentage of total sales made by chains in- 
creased from 20.0 per cent in 1929 to 25.4 per cent in 1933. As incomes 
tose, the ratios fell to 22.8 per cent in 1935. There is some indication that 
this shift has a definite connection with the pressure on certain consumers 
to purchase more carefully. Rightly or wrongly, they believed that their 
dollars would go farther in chain stores. Price competition was, temporarily 
at least, the concern of more purchasers. 

If my thesis is correct, that price competition in selling is the essential 
basis of chain distribution, then the independent store and the specialty shop 
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FINANCIAL CONTROL OF LARGE-SCALE ENTERPRISE 


By R. A. GORDON 
University of California 


There has been much discussion in recent years about the control of the 
large corporation.* We hear a great deal about concentration of control, 
separation of ownership and control, control by banking and other financial 
interests, and so on. One of the most striking characteristics of the writings 
in this field is the vagueness that surrounds the frequently very loose use of 
the word “‘control.’’ Surprisingly little has been said about the content and 
nature of control (in relation to corporate activities), and little, if any, 
attempt has been made to distinguish between the possession of power, on 
the one hand, and the exercise of control arising from the possession of 
power, on the other. Nor has there been any systematic effort to relate the 
control concepts implied in various studies of corporate organization to the 
tive control function of the entrepreneur which is supposedly necessary to 
the efficient working of our economic system.” 

| shall attempt in this paper to dispel some of the ambiguity now sur- 
rounding discussions of corporate control. I propose, in particular, to ex- 
amine the power possessed by financial groups and the extent to which this 
power is translated into the exercise of an actual and active control over the 
productive process. 


I. Entrepreneurial Control and the Large Corporation 


In assaying the nature and extent of ‘‘financial control,’ we must have 
‘early in mind what we mean by “‘control.’’ In particular, what does “‘con- 


trol” mean in terms of active direction of the productive process, and how 
loes it relate to the various aspects of the dynamic leadership that has been 
scribed to the entrepreneur of economic theory? Better to judge the eco- 
nomic significance of the influence of financial groups on corporate enter- 
prise, I shall therefore first briefly consider the nature of what may be 
alled “entrepreneurial control,” particularly as such control may manifest 
itself in the large corporation. 


Whatever the number of agents or factors co-operating in production, 


| am indebted to the Harvard University Committee on Research in the Social Sciences 
tor hnancial aid in carrying on a study of modern business leadership, one aspect of which 
Sdealt with in the present paper. 

‘There has been some brief treatment of the question: What happens to the entrepreneur 
in the large corporation when ownership is divorced from control? Cf. R. A. Gordon, 
Stockholdings of Officers and Directors in American Industrial Corporations,” Quarterly 
journal of Economics, L (1936), pp. 652-55, and the references there cited; also B. W. 
‘<wis, “The Corporate Entrepreneur,” #bid., LI (1937), pp. 535-44, and R. A. Gordon, 
Enterprise, Profits, and the Modern Corporation,” in Explorations in Economics, pp. 
06-16. In general, specialists in corporate organization have paid little attention to the 
theoretical implications of their work, while theorists, on this point as on others, have not 
taken sufficient cognizance of the details of the contemporary institutional setting. 
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and whatever the legal forms which business enterprises may assume, joint 
production for rket in a system characterized by complex division of 
labor and continual change requires the directing and unifying force of 
business leadership. This function of leadership, which involves foresight 
planning, and active decision-making in the formation of policies, I propose 
to call the function of entrepreneurial control. Since the productive proces; 
is divided into hat is, business firms—the exercise of this function 
involves control | direction of the activities of the firm. Entre. 
preneurial contr thus defined, is an active concept; it implies the 
exercise of a certa pe of leadership, not merely the possession of certain 
powers. The abilit rcise such control over any firm may be obtained 
in a number of wa f which legal ownership is only one. 

In the one-ma ( entrepreneurial control is, of course, exercised 
by the owner; and ition of such control and the risk-taking inherent 
in ownership were t tandard elements in the complete function attributed 
to the entrepreneu nomic theory. The application of entrepreneurial 
concepts to the lar; ration raises a host of new problems, to the solu- 
tion of which t vo types of treatment most generally made offer very 
little. One solut to redefine entrepreneurship solely or chiefly in terms 
of risk-taking and \tify the stockholder as entrepreneur. The other is 
to declare the } isoluble and to conclude that the atom of entte- 
preneurship, like the atom of ownership, has been forever and irreparably 
split in the large 

Whether or not risk-taking should be considered all or part of the entte- 
preneurial func ; icademic question into a discussion of which | 
prefer not to ent re. The important point is this: Whether the dominant 
type of busines tion is the individual proprietorship, the partner- 
ship, or the corporation, business leadership or entrepreneurial control is 
still necessary. M t this juncture, is to see what happens to this func- 
tion in the large oration. Two problems arise here. First, what does 
entrepreneurial | in in the light of the usual delegation of powers 
found in the las ration? Secondly, the residue of control remaining 
after allowance fo: lelegation of powers is itself divisible, and we must 
take account of t that this control may be shared by different indi- 
viduals or group riety of ways. 

With respect blem of delegated powers, it may be noted that 
some degree of direct ) inning, and policy forming is assumed even by 
minor executiv Do t persons exercise entrepreneurial control, or 1s 
such control exe those who choose such men? If choice of men is 
the criterion, a! | ited decision-making is excluded, then we are 
driven up the py: 1 of management organization to those actually re 
sponsible for tl tion of boards of directors. Those so responsible, 
incidentally, are frequently referred to as the ‘‘ultimate control” group and 
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ure distinguished from “‘management,’’ mainly the top executives, to whom 
decision making is delegated.* While recognizing the importance of this 
jistinction between “ultimate control” and “management,” I do not think 
hat this treatment provides an efficient enough tool to analyze the problem 
of control of corporate activity. Too much is hidden in the vague term 
management,” and the emphasis on “ultimate control” frequently implies 
that outside groups play a more important and active rdle in shaping the 
firm's policies than is actually the case. I should prefer to pick out the vari- 
ous functions of active leadership, with the emphasis on the impact of such 
leadership on the productive process, to define this leadership as entre- 
preneurial control, and then to seek, on the basis of available evidence, how 
such leadership is gained, among whom it is shared, and so on. I therefore 
suggest the following tentative definition of entrepreneurial control: “Entre- 
oreneurial control consists of making those broad decisions which deter- 
mine the general nature of a firm’s activities, provided such decisions are 
not subject to the active veto power of others in fact (whatever the nominal 
relationships may be). Such control includes the origination of major 
policies, the making of the residue of decisions not delegated to subordi- 
nates, the choice of those to administer policies, and the determination of the 
extent to which decision-making and authority are to be delegated.” This 
definitioa is, of Course, vague; it is made so purposely. The general idea, 
however, should be clear; the emphasis, to repeat, is on active and actual 
leadership. 

This function of leadership is really a composite function, possible of 
division in a number of ways. Although limitations of time preclude any 
detailed discussion of the ways in which entrepreneurial control may be 
divided, a few illustrations will indicate some of the possibilities and give 
further concreteness to the concept. Typically, in the large corporation, one 
or a few top executives make most of the broad decisions that shape that 
firm's policies. On occasion, however, the decision makers may be forced out 
of the position of entrepreneurial control by a powerful interest group, until 
then passive with respect to decisions currently being made. Until that time, 
the decision makers, not the passive interest group, have exercised entre- 
preneurial control, since it is they, not the latter, who have determined the 
direction of the firm’s course in the productive process. Though all or the 
major part of entrepreneurial control is usually, in the large corporation, 
exercised for long periods by important executives, it may be frequently 
shared, either continuously or on special occasions, with certain individuals 
and committees on boards of directors or with an outside interest group. 
Seldom do boards as a whole or stockholders as a whole exercise continuous- 
ly any significant part of the function of entrepreneurial control. Directors 


"Ct. A. A. Berle, Jr., and G. C. Means, The Modern Corporation and Private Property 
(New York, 1933), pp. 69-70. 
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ide groups, later to be mentioned, exercise Partial 
rial control occasionally—but, in the case of com. 
such exercise is usually sporadic. 


f Interest in the Corporation 


groups which typically have an interest in the large 
st groups or segments make up the economic ep. 
ntrepreneurial control is exercised and create 
the power they can acquire, on those making 
Actually, those in entrepreneurial control com 
interest segments—usually, as has already been 
nent segment. But some other interest group, 

t has and the strength or weakness of the other 
part, though seldom all, of the composite entre. 


rment with respect to a corporation exists when 
that group depends directly, and in an important 
f the firm in question. Such interests usually, but 
f buying and selling relationships between the 
rroups may be variously classified; the following 
lassification which will be helpful in analyzing 
Suppliers of goods by sale or lease (for example 
1 so on); (2) lenders of money-funds, both 
(3) owners (whether ownership arises from in. 
tered stock); (4) labor; (5) providers of organiz- 
icial, legal, and engineering; (6) suppliers of 
t otherwise listed; (7) government, both as pro- 
nd the collector of taxes and as the representative 
uch is conceived by those in political power, 
(9) firms in the same or similar industries 
relationships; and (10) management. 
letailed discussion of the various groups as thus 
ver, should be said about the inclusion of owners 
1 separate group. From many points of view, stock: 


» significant differences, is very similar to a scheme 
recently developed in an unpublished manuscript by 
ersitv. While the above classification was worked out 
t different emphasis and aim, the credit of priorit 
's classification originally contained six groups, #l 
labor, investors (including stockholders), manage 
state; to these groups Mr. Rosenfelt has mort 
1 competitors. On some points, Mr. Rosenfelt has 
*h, in view of the similar approaches, the similarities 
e significant than the differences. ; 
ents, cf. P. M. O'Leary, Corporate Enterprise 
133); also Berle and Means, op. cit., p. 120. 
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solders should be classed with other suppliers of money funds; in terms of 
control exercised, they usually, at least in the large corporation, resemble 
passive creditors. Control is actually shared with or completely taken over 
by one or more of the other interest groups. Nonetheless, the nature of the 
egal institution of private property does create certain rights and interests 
that mark off the ownership group from the creditor groups. This demarca- 
ion, however, should not be taken to imply that owners do or even can 
exercise control merely because they are owners in the legal sense. 

Although, according to legal theory, the owners have the right of rela- 
tively complete control over the firm, even the law recognizes the interests 
of the other groups in various ways and at various times and may circum- 
scribe the control powers of the owners in the interests of one or more of 
the other groups, for example, through limitations on property rights in 
the interests of the general welfare or in the interests of creditors in the event 
of bankruptcy. It is also possible, of course, that various of the other inter- 
est groups May secure more or less complete control by acquiring some 
degree of ownership. But even without the aid of ownership, the other 
interest groups can, in the case of the large corporation, acquire sufficient 
power to exercise, if they so choose, part or in some cases all of the entre- 
preneurial control function. Acquisition of power by an interest group is 
likely to occur when one or more of the following conditions prevail: 


1. When the potential control powers of ownership are not exercised, as 
when stock ownership is dispersed, in which case management may 
assume control. 

. When the service or commodity supplied by an interest group is 
monopolistically controlled, and is also of strategic importance to the 
firm. 

3. When customers are important and use their bargaining power. 

4. In the case of the government, by use of its sovereign powers. (If 
the government is indirectly controlled by one or more of the other 
interest groups, government control may, of course, be such as to 
benefit such groups or grant powers over the corporation to them.) 

5. When, for one of several reasons, a particularly close relationship 
exists between management and another interest group. 


In general, power is likely to be acquired (a) when any interest group 
stands in a strong bargaining position or (b) when any interest group, 
whether previously in a strong bargaining position or not, can acquire instru- 
ments of control through manipulation of existing institutional relation- 
ships, such, for example, as the legal conditions of ownership. 

Naturally, the powers that may be acquired by the various interest groups 
will vary—depending on what is the nature of the group, which of the 
above conditions prevail, and, in general, on the degree to which legal and 
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economic institut tend to favor particular groups in their relations with 
a given firm. Power acquired may be partial or complete; and acquire, 
power may not be exercised or may be exercised with respect only to a part 
of the corporation's activities or over some or all of these activities only x 
particular times. In short, a strong interest group may, depending on; 
variety of conditions, exercise none, part, or all of the function of entre. 


preneurial cont: 


Il. 7 ncial Interest Groups and Financial Control 

I now turn finally to our main problem, for which the preceding discus 
sion provides the ry background. How, and to what extent, do the 
financial group g the various interest segments acquire power over 
the corporation? And, granted that such power is held, to what extent is it 
in practice translat ito active entrepreneurial control? 

The so-called financial interest groups would include those in our lis 
supplying money funds—namely, owners and short- and long-term creditors 
(including bank ividuals, and investing institutions )—as well as those, 
chiefly investment | private bankers, providing financial organization 
services. We should probably include also professional manipulators of in- 
struments of control—large-scale speculators, bankers, and other wealthy 
groups—who do 1 present an interest segment with respect to a particu: 
lar corporation until they finally come, frequently through a form of owner. 
ship, into possession of some degree of power. For most purposes, these 
financial interest ps may be taken to be financial institutions and 
wealthy individua lentified in common parlance as “the interests.” 

Today econo! tivities are carried on in pecuniary terms. The pro- 
vision of capital usually takes the form initially of supplying money funds, 
and trading in titles to wealth has become to a large degree either a sub 
stitute for or a prerequisite to trading in concrete wealth itself. In view of 
this, it is not surprising that those in control of the supply of money funds 
and those expert lealing in titles to wealth should find themselves in a 
strategic relation to the large corporation. 

Obviously any interest group, and this includes the financial seg- 
ments, may be made up of a large number of individuals or institutions. To 
acquire power, the individuals making up the interest group, if many, must 
act in concert. Th reasing power of the labor interest segment, after the 
organization driv f the last five years, is an eloquent case in point. The 
situation is more favorable for control if the interest group represents only 
one or a few individuals or institutions. The concentration of large-scale 
banking—both ercial and investment—into few hands, the concen 
tration of investable funds among relatively few individuals and institutions, 
and the harmony of interests among these individuals and groups mean thet 
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\jstic control. To the extent that such monopolistic control does exist, the 
{nancial interest groups thereby acquire elements of power over the corpora- 

Now among the individuals and institutions making up the financial 
interest groups, commercial, private, and investment bankers stand out as 
occupying a particularly strategic position. Some of the more important 
reasons for this fact should be noted. There is a substantial degree of 
monopolistic control by commercial banks over the supply of short-term 
credit. This is perhaps most serious in the case of the small local firm, which 
in times of need is likely to find itself begging at the door of the only avail- 
able lender, the local bank. But commercial banks may acquire power over 
large firms as well—not only when the firm’s operations are chiefly local 
in character (several cases of large local utilities might be cited), but also 
when corporations operate on a national scale.* Similarly strong control over 
the channels of supply of long-term credit is held by investment bankers. 
The unwritten rule, even if occasionally broken, that forbids open competi- 
tion among bankers for the business of a firm ordinarily dealing with a 
given banking house, accentuates the monopolistic powers of bankers.° 
These powers, of course, are further augmented if investment bankers tend 
to act together, or if one or a few are dominant in the field. 

Another reason for the strong position of banks and bankers lies in the 
close relations which may exist between them and large individual and in- 
stitutional investors, the latter looking to the former for advice and guid- 
ance.” Such relations have undoubtedly existed between insurance com- 
panies and investment trusts and bankers, though recently in the vigorous 
scramble‘to invest idle funds, some of these relations have probably become 
somewhat less cordial. A close relationship not sufficiently recognized is 
that created by the handling of trusts and estates. In a number of companies, 
commercial banking representation on boards of directors is apparently 
due in good part to the fact that the banks concerned represent substantial 
amounts of ownership residing in trusts and estates which they administer.* 

*Power by commercial banks seems to arise in two types of situations. One type repre- 
sents the influence which comes from lending. The other type is the more interesting and 
n some ways of greater fundamental importance. The larger commercial banks in any city 
are likely to be the rallying point and provide the leadership for the city's financial interests. 
As a result, local capitalists sit on the bank’s board, and representatives of the bank are 
found on the boards of important concerns which have an interest (financial or otherwise) 
in the city in question. Boston provides a good example of such a situation. 

“Cf. Stock Exchange Practices: Report of the Committee on Banking and Currency, 73rd 
Congress, 2nd Session, Senate Report No. 1455 (Washington, 1934), pp. 85-7. 

_ Notice, in this connection, the situation described in footnote 5. 

One interesting example of such a situation might be cited. Some years ago, the man- 
agement of a very large industrial company was criticized because there was too much 
management representation on the board and too little representation of stockholding inter- 
ests. To answer this criticism, several commercial bankers were elected to the board. The 
stock of the company was widely held, but it was found that sizable blocks were held in 
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In general, a common interest in money funds and titles to wealth tends t) HB js und 
strengthen the ties among all of the financial groups mentioned. A further Hi roads 
example would harmonious relations between investment or Private quired 
bankers and commercial banks. seems | 
Yet another 1 for the power of bankers is the importance of finan. Hj On th 
cial activities to any large firm and the consequent tendency of owners or MMMto the 
management to seek the advice of bankers as financial experts. Banker tep- MB have t 
resentation on ial committees of boards of directors is by no fimthe N 
means due exclus to the insistence of the bankers themselves, Of HiMsible, 
course, it may wv other way also; if bankers are close to a firm, they MM other 
may insist on interfering in financial affairs, even though they are content to sub 
to leave control | other aspects of the company’s affairs to management. Ban 
As a matter of fact, power by financial interests is most likely to be trans- J when 
lated into control of financial affairs; this holds true whether the group with result 
power is a bank or banker or a strong minority interest. Emphasis on finan. Jin suc 
cial matters, as a n f fact, extends to the organization of management MM banki: 
itself. Powers to make decisions may very largely be delegated to subor- MM repres 
dinates, but invariably the power of approval or veto over the expendi (ij Durar 
ture of large sum reserved for the chief executive or some powerful i Tite | 
committee. again 
The managen interest segment itself may in particular cases be 9 organ 
closely related to bankers as well as to other financial interest groups. jj Num 
Common social and economic origins or interests, as well as the general i dition 
importance to the corporation of financial matters, play a part here. banke 
Naturally the degree of power that the bankers can obtain will depend J sctibe 
upon the relative strength of the other interest groups. Though the powers MM proce 
of owners have di | with the diffusion of ownership, the potential pow- But 4 
ers of the government have come to be exercised more vigorously. The rela- Hj 19 tin 
tive strength of ups in particular, namely, the management and J finan 
the ownership segments, seems to be most important in explaining the con- In 
tinuous presence of marked banker power. Some firms, particularly if there J with 
is no large minority interest and management is not particularly strong, may ‘CE 
continually be r some measure of domination by financial interests on D 
On the other hand, a strong and able management may continue in complete EY: 
control, even though reliance on bankers for aid in expansion or for othet he co 
purposes has been sary. The Chrysler Corporation apparently repre gs‘ 
sents such a case for 1: 
The financial interest segments, then, particularly banks but also other se 
financial groups a strategic relation to the corporation. In practice. {Ge 
certain occasions | been particularly propitious for the acquisition of Hi y,,); 
power by the financial interest segments, most of such occasions having to i 
do with the need orporations for funds or financial services. wg 
Financial int ire particularly likely to acquire power when a firm J Reorg 
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is undergoing rapid expansion. This was frequently the case with the rail- 
ads in the nineteenth century. Whatever power bankers may have ac- 
quired in the case of the American Telephone and Telegraph Company 
seems to date back to the rapid expansion of the immediate pre-War period.® 
On the other hand, expansion may require banker co-operation and yet lead 
to the acquisition of little power by banking groups. This would seem to 
have been the case with companies such as the Chrysler Corporation and 
the National Steel Corporation. Where expansion out of earnings is pos- 
sible, banker influence can be avoided. The Ford case is well known, and 


they Mp other large concerns also have grown to their present size without having 
tent Eto submit to influence from outside financial groups. 
ent. Banking and other financial groups are in a position to acquire power 


when a corporation finds itself in financial difficulties. The difficulties may 
result from too rapid expansion. In 1910, financial aid to General Motors 
in such a situation resulted in the acquisition of considerable power by 


nent ME banking interests;*° later, in 1920, the need of financial aid led to banker 
bor- MM representation on the board, and, finally, to a transfer of power from W. C. 
ndi- Durant to the du Ponts.** Many other companies (for example, Goodyear 


Tire and Rubber)?? yielded to some banker influence in 1920-21; and 
again in the last Great Depression similar situations developed. Actual re- 
organization has proved a fruitful source of power for financial interests. 
Numerous cases of railroad reorganization could be cited, and similar con- 
ditions have obtained in other industries. The rdles played in the past by 
bankers and creditor groups during reorganizations have been well de- 
sctibed by the SEC.** Now, however, activities of bankers in reorganization 
proceedings have been seriously circumscribed by the new Chandler Act."* 
But apart from formal reorganization, resort to bankers or other lenders 
in times of difficulty may well permit acquisition of substantial power by 
financial groups. 

Investment bankers are also in a position to establish close relations 
with a firm when owners of a closely held corporation seek to transfer 


*Cf. Federal Communications Commission, Telephone Investigation, Special Investiga- 
tion Docket No. 1, “Report on Control of Telephone Communications” (Pursuant to Public 
Resolutions No. 8, 74th Congress), Reports No. 62 and 67. 
_' Cf. A History of the General Motors Corporation (mimeographed report prepared by 
the company), p. 4; also L. H. Seltzer, A Financial History of the American Automobile 
Industry (New York, 1928), pp. 162 ff. 
_ Cf. Seltzer, op. cit., pp. 190 ff; E. I. du Pont de Nemours and Company, Annual Report 
‘or 1920. The du Pont interest in General Motors dates back to 1915. See the du Pont 
Company's annual report for 1919; also Seltzer, op. cit., pp. 142, 173-74, and Fortune, 
December, 1934, p. 83. For further discussion of these and other episodes in the history 
f General Motors, see Arthur Pound, The Turning Wheel (Garden City, N.Y., 1934). 
see Hugh Allen, The House of Goodyear (Akron, 1936), pp. 46-50; also H. and R. 
W olf, Rubber (New York, 1936), pp. 447-53. 
a Report on the Study and Investigation of the Work, Activities, Personnel and Functions 
| Protective and Reorganization Committees (Washington, 1936-38). 

See Professor O'Leary's discussion on, “The Réle of Banking Groups in Corporate 
Reorganizations,” in these Proceedings. 
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Not only may bankers demand some influence 4 
ng, but subsequent weakening of the ownership jn. 
1 removes that interest from its former position of 
ts enter in the case of mergers. The part played by the 


in the formation of the U. S. Steel Corporation is the 


no means the only important case of this sort. 


ction by the corporation, financial interest groups may 


pulating the instruments of control that are avail. 


f the Van Sweringens, who apparently had the aid and 


f Cyrus Eaton, and of many others (including banking 
rations in point.’* 
nipulation of legal devices, financial groups are, in 
acquire power when, for any reason, long- or shott- 
raised. Although complete evidence is lacking, I should 
ion that the periods of greatest power by the financial 
bankers, were the decades 1895-1905 and 1920-30, 
essed the reorganizations following the ‘ninety- 
e peak of the pre- War merger movement. The 1920's 
lties of 1920-21 and included the post-War merger 
ipital expansion, tremendous security issues, marked 
wers of the ownership segment, and extensive manipu- 
of instruments of control. 
sider now the extent to which the power acquited 
t groups means an actual exercise of the enterpreneur- 
[o what extent is power translated into active control’ 


existing, but not translated into an active force 
the power of the financial interests takes the form 
f pressure, competing with the pressures being ex- 


t groups and with them making up the environ- 
the operations and decisions of those who do actively 


possession of power by financial interests means 
rcise of the entrepreneurial function are probably 
int of control is supposedly exerted by bankers in the 
but even here it is highly improbable that influ 

| over the entire range of major policy decisions. Fairly 


situation was the Dodge Brothers, Inc., financing in 1925 
pic, see Stock Exchange Practices, Report of the Committee 
1 Cong. 2nd sess., Senate Report No. 1455, pp. 91-3. 
<amples of such cases, see ibid., pp. 358-84, and refer to the 

on Stock Exchange Practices, of which the Report in the 

For a general discussion of control through legal devices, 
72-80 
r at a later point. 
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comprehensive control is also frequently exercised by banking groups after 
aiding a firm in financial difficulties; selection of a new management, the 


B jetermination of a policy of retrenchment, and the exercise of an active 


veto power over financial matters are all likely to be undertaken by the 
new group in power.** Comprehensive control is not likely, however, to con- 
tinue indefinitely. On the whole, I think it is safe to conclude that bankers 
and other outside financial groups are neither willing nor able to make 
ill of the decisions which we should be likely to include in even a narrow 
concept of entrepreneurial control. 

Frequently a good deal of the responsibility for policy will be actively 
jssumed by a strong minority interest. The best known case, perhaps, is 
that of the du Pont interest in General Motors, although even here con- 
siderable, if not most, initiation of policy is independently undertaken by 
management.’® It is interesting to note in this connection that in 1935, of 
seven direct du Pont representatives on the board, all seven were on the 
fnancial committee, but only one was on the executive (that is, the oper- 
ating) committee.*° In many cases, companies loosely classed by some writ- 
ets as under “minority control’’ are actually almost, if not entirely, com- 
pletely dominated by management. Despite substantial minority stock- 
holdings in the Consolidated Oil Corporation, for example, there is little 
evidence of anything other than management control of the company.” 
The same passivity seems now to be true of the Rockefeller interests in the 
former components of the Standard Oil Trust, and of numerous other 
large minority owners. In yet other cases, the degree of active control ex- 
ercised by the minority group has varied with time. 

More or less complete control may be exercised sporadically by bankers 
or other financial groups. The cases of financial aid and reorganization have 
already been mentioned. Financial interests, chiefly bankers, are also likely 
to play an important part in the selection of new managements when the 
control powers of owners are weak. Boards of directors, ordinarily passive 
in companies dominated by a strong chief executive, have been known, on 
the latter's death or retirement, to turn to bankers for aid or advice in 
choosing a successor.** Since the new management may exercise completely 
independent discretion from then on, entrepreneurial action by the financial 
group in such cases may be limited to the act of choosing the executive. 
Sometimes the right to choose, or approve the selection of, management is 
demanded by bankers. In a recent case, underwriters of a large bond issue 


Such comprehensive control apparently occurred in the Goodyear case previously cited. 
awe Apr., 1938, pp. 73 ff., especially pp. 75, 110, 112; Pound, op. cit., Chs. 
” There is some evidence which suggests that the degree of du Pont control has varied, 
probably being larger in the early 1920's than it is now. 
mee Fortune, Nov., 1932, pp. 57 ff. 
The cases of several railroads might be mentioned. Similar situations have apparently 
also occurred in some public utility and industrial companies. 


€ as 
in- 

of 
the 
the 
may 
and 
ing 
, in 
ort: 
cial 
-3( 
lety- 
20's 
rger 
ked 
ipu- 
ited 
eur- 
rol? 
te 
ce 
orm 
ron- 
vely 
ans 
ably 
the 
flu- 
irly 
075 
o the 

the 
pices, 


96 


secured an ag 
two chief met 
the issue.?° 
These illus 
could be mul 


is the wide vai 


give rise, and t 
trol is usually 
general financ 
such nonfinan 
of the group i 
whether the « 
of the other el 
protecting the 
or enlarging th 


The same int 
more firms. Sit 


“concentratior 
of power. 
among the firt 


by the ‘‘control gt 
I shall take th 


exist in so-cal 

** See the pros 
1935. 

** These aims 
banker control } 
stable price poli 
banker is thus 
such conservati' 
which stability 
banker control | 
tive. Overexpan 
mergers (for tl 
prices, etc., are 
culmination in 
banke rs as the s 
of unsound fina 
blandishments of 
themselves. (For 
price policies, s 
Progress {Wash f 

““Concentrat 
are still 
A good 
running f 
extent ca 
be delineated ¥ 
To what extent 
indicate concent 
a similar nature 
econom in 
be fully explore 


Economic Association 


vith the borrowing firm that the successors to th 
ment must be satisfactory to the bankers floating 


ontrol in some form by the financial interest StOoups 

important thing to remember, it seems to me 

types of activity to which financial power ma 

ich power seldom means complete control. Con. 

he following matters: control over new issues 

pproval of expansion programs, and control over 

r financial matters as directly affect the interests 

All of these elements of control may be exercised 

yr the management segment assumes the exercise 

f control. The usual aims in this partial control are 

r interest of the group in the firm and maintaining 
ty gains arising from such interest. 

lay, of course, exert an influence over two or 

f this sort have come to be referred to as cases of 

A more accurate term might be “concentration 

ontrol, however, may be exercised, and relation; 

mmon influence may to some extent be dictated 

its own advantage. 
y to give one final example of the variation that may 
ontrol. A number of large corporations are te- 


| issue of the Cleveland Cliffs Company, dated Dec. 10 


iffect the economic system in different ways. Strong 
n occasion, to result in conservative financial programs, 
f excessive competition. The restraining hand of the 
1) as making for conservatism and stability. Evidence of 
1 be found in numerous cases, although the extent t 
of this control might be disputed. On the other hand 
ed to effect policies which are anything but conserv2- 
the profits of new security financing), uneconomic 
holding company pyramiding, manipulation of security 
f a type of banker control which probably had is 
uld be careful, however, in indiscriminately branding 
financial groups have been equally guilty. In many cases 
, corporate managements have by no means fought the 
ys, nor have they been free from initiating such policies 
of the effects of outside financial control on corporate 
nd H. B. Drury, Industrial Price Policies and Econom 

p. 145-156.) 
n this sense has received much attention and references 
and to control by the “interests” or by “Wall Street. 
n this problem. What are the threads of relationships 
ps and among the members of those groups? To what 
centering about families, banks, or other institutions— 
nce of interlocking directorates in this connection’ 
f several men on the boards of two or more companits 
some significant sense? Numerous other questions 0! 
Concentration of wealth means concentration of power— 
nature and significance of this concentration have yet 
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ferred to as “Morgan companies’’; two of these are the American Tele- 
phone and Telegraph Company and the United States Steel Corporation. 
There is considerable evidence, however, that the degree of Morgan power 
and control in the two cases differs greatly. In the Steel Corporation, there 
seems to have been substantial power in banking hands, and this power has, 
in the past, been translated into something more than mere influence over 
énancial matters.2° The House of Morgan played the leading part in the 
formation of the company; J. P. Morgan himself was for a number of 
vears chairman of the board; the chief executives of the company have been 
since its inception identified in some way with the Morgan organization 
or its banking allies; management policies in the past have been said to rep- 
resent in some measure banking influence; and, of course, new issues have 
been handled by J. P. Morgan and Company, and, latterly, by Morgan, 
Stanley and Company. Despite the power and degree of control these 
facts indicate, however, it would be unjustified to assume that complete 
entrepreneurial control was exercised by the banking group. A very sub- 

stantial degree of independent discretion has been retained by management, 
souiile during the regime of Elbert Gary; and undoubtedly over a wide 
range of matters, management has been able to go its own way without 
serious interference from any other group.”* 

In the case of the Telephone Company, there is little evidence that 


| banker control, at least in recent years, has extended much beyond the giv- 


ing of financial advice and the handling of new security issues. Financial 
groups, including the Morgan group, have some power, but there is little 
indication of any active control. Management is strong and apparently self- 
perpetuating; such matters as dividend policy, capital expansion, labor pol- 
icy, and so on, are apparently in the hands of the chief executives, subject, 


probably, to merely passive and automatic approval by the Board of Direc- 
tors.*° 


lection of Big Steel for discussion is not meant to imply that this company repre- 

ts i. any means the extreme in banker control. Other examples of even stronger banker 

itr’ rol 1 might be given. The case is chosen because of the importance of the company and 

that banker influence in this case has already been extensively discussed in print; 

ness the following statement: “The [Steel] Corporation is the leading example of what 

is om wn as ‘a Morgan company.’ Indeed, considering its size and the fact that the elder 

ge created it, the Corporation may well be called the Morgan company” (Fortune, 

Mar., 1936, p. 63). 

“In all probability, also, the extent of banking control has varied with time. For dis- 

sion of Morgan and management control of this company, cf. the following: U. S. 

Congress, Hearings before the House Committee on Investigation of the U. S. Steel Corp. 

(Washington, ie 12) (see the index, and House Report No. 1127, 62d Congress, 2nd 

Sess. | + }); U. S. Commissioner of Corporations, Report on the Steel Industry (Wash- 

in ton, 911), Part I: Fortune, Aug., 1931, p. 121, Mar., 1936, p. 61 ff., and June, 1936, 

"A Cotter, U. S. Steel: A Corporation with a Soul (Garden City, N.Y., 1921), 

i ; oe O'Connor, Steel-Dictator (New York, 1935), Chs. 5-6; and Ida M. 
Tarbe = The Life of Elbert H. Gary (New York, 1926). 

t. Federal Communications Commission, op. cit., Report No. 62, pp. 106-26; Fortune, 


Pt, 193 0, p. 38. For indication of stronger financial control before the War, see FCC, 
t., Report No. 67. 
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1 to what extent power by the financial groups ha 
measure of entrepreneurial control of corporate 
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share in the total advantages accruing from the 
ers of some of these groups are relatively weak: 
And these relative strengths and weaknesses chang¢ 
(Public-No. 333-74th Congress). Title I of this Ac 


ing Company Act; Title I] amended the original Feder! 
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with time and the changing institutional setting. As they change, the en- 
vironment within which the entrepreneur operates changes, as do the 
stimuli to which the latter must react. These changes, also, alter the char- 
acter of those exercising entrepreneurial control, as participation in such 
control shifts in part to members of different interest groups. As long as 
we retain capitalism in its present form, of course, the financial interest 
groups will continue to have a substantial degree of economic power and 
to participate in varying degrees in the active control of the economic sys- 
tem. The power of these groups is of great political as well as economic 
significance. It will repay the economist to probe further into the power 
of these groups and the extent to which such power is translated into active 
control of the productive process. Economists will be further repaid if the 
power and control of all the interest groups are studied along the lines sug- 
gested here. The changing nature, strength, and activities of these groups 
represent, after all, the changing framework of our economic system. 
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PRICE AND PRODUCTION POLICIES OF LARGE-SCALE ENTERPRIs: 


MyYRON W. WATKINS, Chairman 


The discussion in this session related chiefly to two aspects of discretionan 
price and output control under conditions of monopolistic competition as oy. 
lined in Professor Edward S. Mason’s paper. These were: the significance of 
such situations for economic analysis, and their implications for public poliq 
formation. Fritz Machlup devoted most of his discussion to the former aspect: 


Paul T. Homan all of his to the latter aspect; and Edgar M. Hoover, Jr., con. 
centrated attention chiefly upon the analytical problems associated with a pu. 
ticular type of price behavior. Comments from the floor by Professor J. M. Clak 
Mr. Leon Henderson, Don Humphrey, and Corwin Edwards directed towards ; 
questioning of certain methodological suggestions by Professor Machlup led to 
the further development of some points in his paper. 

Fritz MACHLUuP: Four standards for evaluating the practical significance of 
the theory of monopolistic competition may be distinguished. These are its use. 
fulness to: (1) pure theorists, (2) economic analysts, (3) government officials 
and (4) businessmen. We shall dismiss here the points of view of the first and 
last of these groups 

By “theory of monopolistic competition” one might mean a theory of the sig. 


nificance of product differentiation. But we find that a variety of other factors 
call for attention, as well. Economists have been aware of the existence of inter- 
mediate positions between pure competition and monopoly for at least a hundred 


years. What is new is the emphasis on product differentiation and the recognition 
of the surprising frequency of oligopoly. Because, first, of a doubt that produc 
differentiation unaccompanied by fewness of sellers requires for fruitful analysis 
the more complicated assumptions of monopolistic competition theory, as well as, 
secondly, of a suspicion that such situations are rare, our inquiry may well be 
confined to the practical significance of a theory of market behavior of enter. 
prisers under circumstances in which both these conditions coexist. 

Estimates of rivals’ probable reactions to given price and output decisions are 
an inescapable incident of oligopoly, and as these are necessarily vague and con- 
jectural, so to a degree must be any conclusions reached by an inquiry into the 


forces determining entrepreneurial behavior in these circumstances. Neverthe 
less, an analysis of the situation of particular firms or industries cannot afford to 


neglect a careful study of these conjectural data and of whatever ascertainable 
objective data may lie behind them and help to shape decisions. The conjectures 
of each seller as to the most likely reactions of rival sellers to his own actions 
become data of the general equilibrium system, and these conjectures may be such 
as to make impossible any equilibrium, however theoretical, and they must re 
main largely unknown. It becomes tempting, thus, to assume away these diff. 
culties. Yet may not certain simplified assumptions be constructed which will 
enable us at once to avoid a hopeless degree of complication in theoretical re:- 


soning and to attain a measurable approach to realism? 
Evidence of the feasibility of this procedure may be sought by two methods: 
empirical case studies and theoretical case studies. My own experience leads me 
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to the conclusion that both of these methods offer promise of fruitful results, the 
more so if their interdependence is recognized and they are used in close con- 
junction. 

| may conclude by suggesting to the practitioners of political economy, in the 
good old sense of that term, that the theory of monopolistic competition should 
aid in several ways in charting the directions, planning the methods, and defining 
the objectives of investigations into the actual working of the economic system 
under modern conditions. If its precepts are partly negative, they are not for 
that reason less worthy of being heeded. 


PauL T. HOMAN began by noting that the essence of the economic problem 
upon which public policy has come to be focused in virtue of increasingly evi- 
dent instability and long-continued depression is how to facilitate readjustment 
and promote full utilization of resources. This basic problem has been obscured, 
until recently, at least, by the prevalent terms of analysis devised during a long 
period of expansion in which the problem of unused resources was not pressing. 
There now exists, however, the necessity of effecting necessary readjustments 
in the light of this problem. For the latter purpose, fostering and fortifying 
monopoly is far from providing a panacea, as is now coming to be recognized. 
Yet the barriers to economic readjustment are in a considerable degree imbedded 
in markets in ways which are out of reach of legislative rules against restraint 
of trade. Hence, the appropriateness of a reconsideration of public policy in the 
light of the growing awareness of the pervasiveness of monopoly elements in an 
enterprise economy. Only those forms and degrees of “control of the market” 
are relevant here, however, which lie within the borders of a territory to which 
available means of supervision and regulation are applicable. 

Some part of the failure of private enterprise to serve the end of fuller 
use.of resources is, and seems likely to continue to be, remediable by prohibitory 
rules against restraint of trade. The familiar rules may need redefinition, sup- 
plementation, or new methods of enforcement. On these matters, there are grounds 
for differences of opinion, but the Temporary National Economic Committee will 
doubtless canvass such issues thoroughly and they need not here detain us. 

The more positive side of the problem of adjusting policy in the interests of 
fuller productivity consists of devising special market rules for particular groups 
of producers. The question presented might be realistically formulated as fol- 
lows: Upon what basis can associative action among the members of particular 
market groups be made to serve the designated end of fuller use of resources? 

In order to make markets “orderly” in the interests of those operating thereon, 
there are strong incentives at all times towards collective monopoly. They repre- 
sent less an effort to make full monopoly profits than to effect a degree of mutual 
insurance. The fact that has to be faced, however, is that business groups, in mov- 
ing from a context of expansion to one of recession, are almost uniformly in- 
spired to associative action in ways which heighten, rather than lower, the bar- 
riers to the use of available resources. The NRA experience is in point. Are means 
available to force associative methods of market control into channels of increased, 
rather than diminished, productiveness ? 

Caution would suggest a careful governmental study of specific industries 
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and conferences with industry groups in the effort to discover what developments 
in organization might be introduced to public advantage. Reflection sugges 
however, that prospects of discovering promising expedients are slender in defaul: 
of the creation of new incentives to increased production. It is easier to see how 
such incentives might be devised for individual firms than for associative groups, 
Possibly the taxing power and subsidies might be used to good effect. Or feder| 
incorporation with some manner of public representation upon corporate boards 
might provide, at least, a deterrent to restrictive policies, possibly also a new 
range of stimuli for management. It is not inconceivable that associative groups 
embracing a series of industries, for example, in the building materials and con. 


struction field, might be encouraged to take advantage of a certain elasticity in 
the demand for their products. 

The adaptation of the consent decree procedure by the Department of Justice 
to the elaboration of these, or other, devices for effecting an expanded us 


of resources has been suggested. While there may be exigencies in which it can 
be properly employed, it is dubious that the Department of Justice is designed 
or equipped for such a function. In conclusion, it appears to me that relatively 
little leeway for voluntary associative action beyond what is now authorized is 
likely to be, or could usefully be, given. If the government permits such a de. 
velopment it will be mainly in consequence, I believe, of political acceptance of 


those business and labor attitudes which press for modes of associative action 
which, in effect, sabotage the enterprise system. There will, in any case, remain 
the necessity for a ‘‘public economy”’ to redress the failure of the private economy 
to provide continuity of livelihood. 


EpGaR M. Hoover, JR., recalled that the concept of “cutthroat competition” 


had passed through three stages of development. Originally, it was associated 
with the market policies of what were believed to be a small group of large-scale 
industries, those operating under conditions of diminishing cost. Later, with 
increasing recognition of the nrevalence of overhead costs, the tendency was to 


extend the area susceptible to market derangement by ruinous price competition 
to embrace most fields of industry. Today there is a tendency to apply the term 


cutthroat competition most frequently to the price policies of enterprises of 
exactly the opposite character from those whose tactics originally gave it currency. 
It seems to be believed that harassed small-scale manufacturers and tradesmen are 
the principal source of below-cost price cutting. 


The explanation of these phenomena is difficult. Quite definitely, however, 
it appears not to run in terms of prospective gain from achieving increased efi. 


ciency through larger scale operations and lower unit costs. Much less is it to be 
sought in malicious motives 
Several different criteria of cutthroat competition have been proposed. One is 


that it is a price policy leading to a rate of return in the given industry which is 
less than normal. This is unsatisfactory in so far as monopolistic competition has 
come to pervade the whole industrial scene, for it renders the concept of a normal 
rate hopelessly vague. Another criterion sets up the duration of losses. In prac- 
tice, this distinction is not very useful. In default of a better definition, one may 
consider as “cutthroat” the prices in any industry where the profitability r¢- 
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mains for long periods below what may be deemed socially desirable. What these 
are may now be considered. 

First, there is the difficulty of estimating the effects of a change in price upon 
total receipts and total costs. One firm’s downward error in gauging the market 
with intent to maximize net returns is more likely to spread to other firms than is 
an upward error. So in the absence of any agreement or tradition for maintaining 
prices, the difficulty of estimating the relation between costs and returns tends to 
depress the price. In small-scale, unstandardized, and seasonal industries, deter- 
mination of demand and costs is inherently difficult, and the low standards of 
accounting practice and management in these circumstances tend to make the situ- 
ation worse. 

A second factor is the conjunction of conjectural price-making and an unstable 
price structure on the sellers’ side with a substantial element of buyers’ control, 
or oligopsony, in the market. The impact of large-scale buying on certain markets 
seems patent, e.g., those for rubber tires and for dairy products. But we have 
no adequate general theory of what happens when individual buyers and in- 
dividual sellers both have some degree of control over the price, or how market 
control is divided in these circumstances. 

A third factor appears to operate indirectly upon price policy by bringing 
about chronic overcapacity. This tends to arise from underestimation of supple- 
mentary costs, which is reflected in a greater influx of new competitors (not of 
new capital alone) than would otherwise occur. Somewhat similar results follow 
from bargain purchases of plant and equipment of defunct enterprises. Low or 
underestimated supplementary costs tend also to make short-run price policies 
more aggressive. 

Why is not cutthroat competition a temporary and self-correcting phenomenon, 
however? The previous paragraph affords a partial explanation. Whenever an in- 
dustry's equipment is relatively durable and specialized the normal competitive 
catharsis will take a long time. This is especially true if the demand for the 
product shows a secular decline. Moreover, the professionalization of manage- 
ment under large-scale corporate enterprise has tended to induce reinvestment of 
earnings without due regard to prospective return thereon. Finally, the very 
circumstance of instability and high risk in certain fields may attract the more 
adventurous type of entrepreneur. In a gamble, one man’s chances are as good 
as another's, and there are always some who think their own chances are a little 
better than the average. The women’s shoe industry furnishes an illustration. 

Where cutthroat competition arises from ignorance of supplementary costs, little 
can be said in its defense. But where ignorance of demand reactions is the cause, 
there are possibly two sides to the question. This may be one important exception 
to the general rule that business is best conducted in as full a knowledge of the 
facts as possible. 
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.NGING DISTRIBUTION CHANNELS 


ROLAND S. VAILE, Chairman 


Three aspects of changes in distribution channels treated in Dr. Thorp’s paper 
in the morning s vere discussed in this round table: ‘The initiative taken 
by distributors the ves,”” by John H. Cover; “The specific effects of the Robin- 
son-Patman Act,” by Ewald T. Grether; “The growth and prospects of consum. 
ers’ co-operatives,’ by E. R. Bowen. 

JOHN H. Cover: The struggle for power, or for existence, in distributive enter. 
prise parallels tl tests of a few generations ago in manufacturing. In orde: 
that the significance of this struggle may not be underestimated, it is important to 
list some of the related factors and occurrences: rapid changes in channels of dis. 
tribution, business .nization, and business practices; high costs of merchandis. 
ing; alignment of { ; upon a national basis for obtaining special advantages 
and protection; u egislation as a competitive or security device; €xpansion 
of monopoly devices (laws, patents and trade-marks, and trade association activi- 
ties) in fields rega is desirably competitive (these devices tend to control 
price, quality, and tions of sale) ; potential restricting effect upon consumer 
purchasing powée pective increase in unemployment; competition of state 
and federal govert ver trade and commerce jurisdiction. 

Preservation of sting channels of distribution protects the wholesaler, 
broker, and independent retailer. Laws sponsored by these agencies and by some 
manufacturers are | against chain stores, mail order houses, department 
stores, super-marke price-cutting independent retailers, vertically integrated 
distributors, and § buying organizations. Other types affected but not at- 
tacked directly as ers’ co-operatives, farmers’ co-operatives, voluntary 
wholesaler-retaile: , and retailer co-operatives. 

Legislation soug! | widely enacted, may be classified as follows: resale 
price maintenanc fair trade laws’; regulation of sales below cost—the 
“unfair practices act rulation of price discrimination, between localities and 
buyers; and discriminatory taxation -chain store taxes, and special licensing laws. 

Code provisions offered much of the inspiration for legislation fixing resale 
prices and determ sts. The original retail drug code contained these provi- 
sions; aiding in tion was the Drug Institute, Inc., composed of in- 
dividuals from tl facturing and distributive branches of the industry. A 
vertical code for : ps, in which the Institute was interested, contained a 


resale price provisio 


Many retail ass i 


number of wholesale groups have for years te- 


ceived the financial support of manufacturers—direct aid, advertising allotments 
for trade papers an nvention space. Assumption by associations of respon- 
sibility for policing under the state marketing laws requires additional funds, and 
it is less troublesot ss public for a manufacturer to contribute to this pur- 
pose than to assut responsibility for forcing fulfillment of his own con- 
tracts. 

Illustrative of f varied groups is the National Grocery Manufac- 
turers of America, | he National Association of Retail Grocers, the National 
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Voluntary Groups Institute, the National American Wholesale Grocers’ Associa- 
tion, the Co-operative Food Distributors of America, and the National Associa- 


tion of Food Chains. This latter Association is proposing a bill to define and 


prohibit unfair sales, and to fix a minimum markup of ‘‘6 per cent of the total 
cost at retail outlet.” 

Successful opposition to the establishment of high retail markups, beginning 
with the Minnesota case fought by the Great Atlantic and Pacific Tea Company, 
has permitted chain and other mass distributors to appear favorably in the public 
print as defenders of low prices. By supporting a 6 per cent markup, these large 
merchandisers place themselves in a favorable competitive position, particularly 
in those trades in which large numbers of items are included under resale price 
maintenance contracts. For large turnover and other organizational advantages 
make 6 per cent adequate to their needs, whereas many small independents would 
find it impossible to operate under this margin. 

Recent signing of an agreement between the American Federation of Labor 
and the Atlantic and Pacific was referred to in editorials as an effort on the part 
of the A. and P. to gain labor support against antichain legislation. 

EwALp T. GRETHER: The specific, mature effects of the Robinson-Patman Act 
in the innumerable situations which it may influence cannot be foreseen as yet. 
It will take more time not only for business, the Federal Trade Commission, 
and the courts to discover the full meaning of the amendment, but for the trade 
alignments to become adjusted to the new potentialities. 

The Robinson-Patman Act was conceived in the broad conflicts of interest in 
American industry and trade. In order to fully appreciate the potential rdle of 
the Act it is necessary to envisage competition in American industry and trade 
not merely between firms on a given plane (horizontally), as say between re- 
tailers, but within the channels of distribution (vertically). 

The prime issue in the conflict within the channels of distribution is where 
dominance will rest. In the horse-and-buggy period (except at the end of the 
period) wholesalers tended to be the dominating factors in the marketing system. 
Towards the end of the last century dominance often began to shift towards 
manufacturers who had succeeded in developing large financial resources and in 
entrenching themselves firmly in the minds and buying habits of consumers as 
their trade-marks became well known. More recently, the large-scale retail types, 
the department, mail order, and chain systems, and organized groups of individual 
merchants have asserted themselves on the retail end. It is commonly overlooked 
that these major trade groupings typically are highly class conscious in their atti- 
tudes and objectives. In other words, there is an organized, not a haphazard, 
struggle going on in the channels of distribution. The most significant recent 
aspects of the movement are the class-conscious demands of the smaller individual 
dealers who have discovered their political strength. Politically, the Robinson- 
Patman Act, together with the fair trade, sales below cost, and anti-discrimina- 
tion statutes of the states reflect this mew found political power of organized 

smaller retailers and the wholesalers dependent upon them. 

Besides the major conflicts of interest in the channels of distribution, there 
are two subsidiary considerations that must be noted for a sound evaluation of 
the Robinson-Patman Act. First, its legal setting is within the relatively narrow 
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boundaries of the i: | laws of restraint of trade and of unfair competition, func 
Second—and herei nique aspect of the Robinson-Patman Act—now, fo, the 
the first time in { w, specific attention is directed to monopsony or mo- mere 
nopsonistic com] Ae essence of the Robinson-Patman Act is the curb mon 
that it places upon ise of monopolistic buying power as opposed to of k 
monopolistic selling | It is useful to speak of the former as “‘monopsonistic’ free 
power by contrast w monopolistic power in selling. stab 
If the Robinsor n Act met the wishes of its political proponents, its E 
chief effect would | tic reversal of the trend of the past generation by again Dist 
shifting the balance of power in the channels of distribution towards the in. plac 
dependent whole t bloc. The extent to which this result may appear Stat 
will be determin lay of interests in the market and the specific orders how 
and decisions of the | ral Trade Commission and the courts in relation to these rem 
conflicting forces pect 
The evidence t e orders and decisions issued indicate that the Fed- crat 
eral Trade Comn is (1) to allow price variations justified by handling fou 
and selling cost n so far as they can be determined and to prohibit a ch 
those that are tl f bargaining power so employed as to bring them eler 
under jurisdiction, { } prohibit price uniformities resulting from combina. gro 
tion among seile: ntitrust laws are to be enforced and price uniformity the 
per se is in itsell epted, (3) to prohibit pseudo brokerage and ad- 7 
vertising allowat yments, (4) to recognize functional discounts but to tior 
check their abuse d (5) to give due weighting to the general purposes and mu: 
the exceptions and nces in the Act, especially the limitation of Section 2 pro 
to the effects bet ympetitors who are common purchasers of given sellers. con 
The largest possi nder the Act and those unique to it are the curbs upon " 
the exercise of mor bargaining power. Many manufacturers are pleased nor 
to have this ass vorking out their higgling relations with large-scale the 
buyers. It seems li hat the most profound ultimate effect of the Act may be rais 
to remove that | the bargaining advantages of large-scale buyers which in 
cannot be justifie cost calculations or under the allowances and excep- : 
tions under the Act. O rse, this conclusion is much simpler than the play of the 
forces out of wl result must appear. Frequently it will be impossible to anc 
disentangle that | f price differentials traceable merely to bargaining power nor 
from other elements. | modities could be clearly demarcated and if they of 
were produced at | separately instead of in assemblies, and if spatial inc 
and time factors | be assumed constant, then bargaining differentials would 
create no proble se they would be nonexistent or could be isolated rai 
and measured. Rea y, one must assume a large element of rough approxim- an 
tion and of error it ires employed. But in spite of these difficulties there pe 
is no doubt that | relations are greatly affected by the Act. an) 
In so far as evidet ilable, it appears that large-scale retailers would not em 
be destroyed even t all of their bargaining advantage. The Federal du 
Trade Commissi Store Investigation indicated that only a small portion 
of the selling pri of grocery and drug chain stores could be accounted op 
for by special dis h now might be banned as bargaining differentials. tio 
The Robinson Act in itself as interpreted to date does not portend an 
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fundamental changes in the existing distributive pattern. From the standpoint of 
the public interest it is to be hoped that its prime influence will be to remove 
merely a small number of widely prevalent unfair buying practices derived from 
monopsony power or from the normal trading propensity towards some amount 
of knavery. The chief public hazard is that it may contribute to the trends aimed at 
freezing the existing distributive pattern in the interests of so-called “price 
stabilization.” 

E. R. BowEN: The topic of this special round table conference is “Changing 
Distribution Channels.” I am to discuss, as a part of that change which is taking 
place, the “Growth and Prospects of Consumers’ Co-operatives in the United 
States.” I shall indicate briefly the causes of our economic diseases, shall describe 
how consumers’ co-operatives and other elements of a co-operative economy will 
remedy these economic diseases, and conclude with a suggestion as to the pros- 
pects of consumers’ co-operatives based on their actual growth in other demo- 
cratic countries. In other words, this presentation will endeavor to cover these 
four points in a brief and partial way: (1) our economic diseases which require 
a change in distribution channels; (2) how consumers’ co-operatives and other 
elements of a co-operative economy will remedy our economic diseases; (3) the 
growth of consumers’ co-operatives in the United States; (4) a prediction as to 
the future prospects of consumers’ co-operatives. 

The premise of this discussion is that an efficient system of economic organiza- 
tion, based on the fundamental moral and democratic principle of equal rights, 
must increasingly produce plenty, must distribute that plenty equitably, must 
provide universal employment, and must democratically distribute ownership and 
control, 

There are in the process of growth in the United States three forms of eco- 
nomic organization which are destined to result increasingly in the lowering of 
the price level, and three other organizations which will result increasingly in the 
raising of the pay level, and together eventually become the controlling element 
in Our conomy. 

The three economic organizations which have to do with lowering prices are: 
the consumers’ co-operative movement in the fields of distribution, production, 
and services; various forms of co-operative finance, one element of which we 
now see evolving in what are known as credit unions; and the public ownership 
of utilities. These cover all types of group economic activities in the fields of 
industry, finance, and utilities. 

The three economic organizations which are developing which have to do with 
raising the pay level to producers are the various forms of social insurances, labor 
and professional unions, and farm marketing co-operatives. These cover all the 
people: social insurances cover the unemployable, aged, young, and sick, and 
any who are unemployed; labor unions and professional associations cover all 
employable urban residents; farm marketing co-operatives cover all rural pro- 
ducers. 

These six types of economic organizations make up the whole of a new co- 
operative economy. They might correctly be classified as three types of co-opera- 
tion—consumer, producer, and public; what are termed consumers’ co-operatives 
ind co-operative finance in the field of consumer co-operation ; public co-operation 
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p and social insurance; and producer co-operation 
rofessional unions and farm marketing co-operatives 
haracteristics in that they are democratically controlled 
rsons and not by stock ownership ; they are all public 
t organizations ; they are all widely owned by th 
p is involved. In other words, they all are of wh: 
tive nature. 

s available indicate a total amount of purchasing by 
the United States of over $500,000,000. The per. 
; now done co-operatively is over 1 per cent. How. 
pplies we have reached the point where one-eighth, 
supplies are purchased co-operatively. European ex. 
movement is usually able to exert an effective con. 
| price level of any commodity when it handles 
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ovement desires no subsidy, it opposes govern- 
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in revolution. We believe that co-operatives will 
is the people learn by necessity and desire that 
equal rights of all men should be applied to eco. 


(Sidney) Webb, that ‘‘a century hence, school 

will give more space to consumers’ co-operation, 
ns, than to the rise and fall of political parties.” 
ming up the future prospects of consumers’ co- 
to any democratic nation, when she says, “Unless 
irresistible ground-swell of British democracy, it is 
1 its twofold form of voluntary association of men. 
; the co-operative society and obligatory association 
rprises of national as well as local government—all 
with an equally ubiquitous organization of the 
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FINANCIAL CONTROL OF LARGE-SCALE ENTERPRISE 


JAMES WASHINGTON BELL, Chairman 


The following three aspects of the financial control of large-scale enterprise— 
the subject of Robert A. Gordon’s main paper—were treated: ‘The Significance 
of Interlocking Directorates,” by DR Scott; ‘““The Location of Economic Control 
of American Industry,” by Gardiner C. Means; “The Réle of Banking Groups in 
Corporate Reorganization,” by Paul M. O'Leary. A brief treatment of the dis- 
cussion of the papers is appended. 


DR Scott: In appraising the economic significance of interlocking directorates 
we should consider their constructive contribution and not merely their destruc- 
tive effects. 

Modern big business has developed a type of management which runs in terms 
of a consistent program of policies and is administered by an organized group 
of executives among whom there is a clear-cut division of responsibilities. In the 
typical case of such enterprises the director is no longer a responsible representa- 
tive of the stockholder. This fact is clearly shown by the character of the annual 
stockholders’ meeting. In such an enterprise, also, even the formulation of gen- 
eral policies has become a function of the technical management; so that we 
find the director who has lost the authority to speak in the name of the stock- 
holder standing helplessly before the technical administration. 

However, in spite of this incapacity of the individual director, the power of the 
board has been multiplied by the magnitude of the volume of assets it controls. 
And the influence of leading members of the board has been multiplied again 
by the device of interlocking directorates. The result of this situation is that eco- 
nomic power has been concentrated and personalized. 

This drift towards a concentration of personal power is even more spectacular 
in policies than it is in economics. 

If we undertake to meet such a trend in the control of economic affairs by an 
appeal to the powers of government to enforce a traditional system of economic 
freedom, we thereby destroy the freedom we wish to perpetuate; we take from 
economic theory its boasted independence and subordinate economic affairs to 
political control just as truly as if we were to adopt frankly a totalitarian state. 

If at this time we adopt a social policy of laissez faire we become the willing 
or at least resigned victims of a process of disintegration. On the other hand, if 
by positive action we try to preserve a social order in which a maximum appeal 
to laissez faire is possible, we bring down upon ourselves the very type of social 
order which we are seeking at all costs to avoid. What other social policy is 
possible ? 

We all want to preserve the essential virtues of an individualistic society. We 
all want to live under a régime of law in the most fundamental sense of the 
term and not under a government of men such as is indicated by the concentra- 
tion and personalization of power in current economic and political affairs. How 
can we realize these desires ? 

The régime of law which characterized the individualistic period of our culture 
was achieved by a process of intelligent social adjustment to what was then a new 
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with economic policy. Professor Mason in his discussion of price and production 
policies this morning was clearly concerned with economic controls. Professor 
Gordon started off his definition of his concept “entrepreneurial control” by 
saying that “entrepreneurial control consists of the active determination of the 
broad policies of the firm. . . . * Without accepting the precise implications of 
such a definition, we can see that it points to the close association between control 
and policy. 

The exact way in which control and policy are related is not so clear. There 
would be, I think, general agreement that every producing unit whether corpora- 
tion, government agency, partnership or individual has to develop policies with 
respect to the use of the financial, material, and human resources at its disposal 
and that it is these policies which fall under the generic term “economic policy.” 
But what is the relation between economic control and such economic policies? 

There appear to be two quite different types of concept, to either or both of 
which the term economic control might appropriately be applied. The first con- 
cept is one of relationship, the second one of process. In The Modern Corporation 
we used the term “control’’ primarily in the sense of a relationship between in- 
dividuals and groups in an enterprise, speaking of the separation of interest and 
control and referring to particular groups as having control over an enterprise to 
the extent that they possessed power to influence its policies. If they exercised such 
powers, we referred to their action as managing the corporation. Such use of 
terms most nearly conforms with the usage of the courts in dealing with responsi- 
bility within the corporation. This morning Professor Gordon applied the term 
control to the process of exercising powers over policy, making it essentially 
synonymous with business leadership. 

I bring out this difference in the use of terms, not to start a war as to the 
“true” meaning of the term control but rather to emphasize the two different 
concepts to which the term might be applied. Probably in the bulk of cases it 
will be perfectly immaterial to the sense of the text. Undoubtedly it would be 
desirable to get agreement as to which concept should bear the title control or 
agree that it be used to refer to both the relationships and the process, introducing 
suitable modifiers when ambiguity is likely to arise. 

In the present paper I shall use the term economic control or more often its 
plural form, economic controls, to refer to relationships between individuals or 
groups and a producing unit such that the former can influence the economic 

policies of the latter. This does not represent any disagreement with Professor 
Gordon as to the concepts involved but only a difference in naming them. 

But the difference between control as a relationship and control as a process is 
not the only difference likely to arise in using the term control. An important 
difference in the scope of the term may result from differences in the conception of 
the process of policy formation. Thus Professor Gordon restricts his application 
of the term “entrepreneurial control” to the “determination of the broad policies 
of a firm.” He narrows down the concept control to major policies and suggests 
that some one individual or small group “determine” these policies. The concept 
which he has developed seems more nearly that of business leadership on whom 
the various pressures influencing policy impinge rather than that of the more 
diffuse controls. 
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Now it is a striking fact that while the analytical tools developed for market 
analysis are not suitable for the analysis of nonmarket phenomena, the new tools 
control, interest, and policy are quite as appropriate to the analysis of market 
phenomena as of nonmarket phenomena. We can talk of the production policies 
adopted by a particular wheat farmer and the extent to which they are subject to 
the minal of the market. And since the market is only a shorthand term for the 
individuals and groups interested in acquiring or disposing of wheat and other 
coods we are really saying how much are the production policies adopted by the 
wheat farmer influenced by the production of wheat by others, their desire to 
acquire wheat and so on. Thus though it is not possible to analyze economic 
organization within a corporation in terms of buying and selling, it is possible 
to analyze market phenomena in terms of policies and controls. The new system 
of concepts appears to be more basic than the system of market concepts. 

The importance of this fact lies in the possibility of tying together market 
and nonmarket phenomena into a single system. This would not mean the jettison- 
ing of market concepts but the building of market concepts into a broader analysis 
of economic controls. Thus in analyzing the actual policies adopted by a particular 
corporation it would be appropriate to bring into the foreground all of the social 
data on factors which lead to the adoption of a particular policy. The particular 
wage rates arrived at may have been a resultant of union pressure, the pressure of 
fellow members of the chamber of commerce, the supply of labor, demand for 
the corporation’s product, a telephone call from an important creditor, and a 
dozen other influences. Each of the persons or groups who had an influence on 
policy had some measure of control over the enterprise. In such an analysis the 
influence of individuals and groups whose influence reaches the particular enter- 
prise only in the impersonal relationship of the market can be given the same 
status as influences not operating through the market. Both are placed on the 
same conceptual footing through the analysis of controls. The question of how 
far such a synthesis of market and nonmarket phenomena can be carried must be 
left to the future. 

The second possibility opened up by the very broad conception of economic 
controls already suggested is that if a closer relation between economists and 
political scientists restricted their analysis to power in the state, there was no 
common meeting ground. Neither even remotely touched the analysis of the 
other and a huge area of human organization lying outside of both the state and 
the market remained a no man’s land unanalyzed by either. But when an econ- 
omist analyzes these nonmarket factors in terms of control and the political 
scientist, as many are beginning to do, analyzes the same area with the tools of 
analysis formerly applied only to the state, the two sciences are coming very close 
together. The political scientist's concept of power is closely akin to the control 
concept emphasized in this paper though I believe they are significantly different. 
It may be that on the basis of the analysis of economic controls and the analysis 
of political powers the two sciences can be brought to the point where the gap 
between them can be bridged and a new and larger synthesis be developed. 

In the analysis of the no man’s land, the two sciences have quite different réles 
to play. It is clearly the function of the economist to investigate the effect of the 
exercise of controls on the use of resources and only incidentally how controls are 
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Just what name should be given to this type of policy is not clear. The term 
capital policy would be inappropriate since the term capital is already attached 
1o the financial aspects of a corporation; physical capital policy is heavy and per- 
haps would be thought to include inventory changes; capital formation policy 
has the same two objections; plant policy does not necessarily imply equipment 
and might tend to convey an idea of operations. Until a better term has been 
suggested I will use the phrase “‘new-plant-and-equipment policy.” 

In practice, the distinction between operating policy and new-plant-and-equip- 
ment policy is well recognized but there is not a sharp qualitative difference be- 
tween them. They both involve the physical activity of using resources, including 
plant and man-power, to produce goods. For this reason it would be convenient 
‘o have a term which would cover both and I suggest the term “industrial 
policy” which would distinguish policy related to physical production from 
policy related to financial activity and usually referred to as financial or fiscal 
policy. 

Financial policy needs no discussion. It is concerned with the issuance and 
retirement of securities, the payment or nonpayment of dividends and the nu- 
merous other matters concerning the flow of money into and out of the hands of 
any particular enterprise. As Professor Gordon has clearly pointed out, controls 
related to this type of policy tend to lie to a significant extent with financial in- 
stitutions. 

There is another area of policy formation which has to do with institutional 
arrangements and might be referred to as institutional policy. Policies with re- 
spect to these institutional arrangements cover both the internal organization of 
a producing unit and the external relationship such as with trade associations, 
financial houses, and government. 

Finally, there is the area of policy concerned with the problem of who oc- 
cupies what positions of authority and responsibility. In the lower ranges of 
a large enterprise such policy usually comes under the head of ‘‘personal policy” 
but this involves too marrow a conception for our purposes since we are con- 
cerned particularly with the policies and controls that affect the filling of the top 
positions both in corporate and government organization. I suggest no name for 
this who-occupies-what-type of policy. Perhaps this subject lies in the field of the 
political scientists and could more easily be named by them. 

All of these types of policy, industrial, financial, institutional, and so on, to- 
gether make up the economic policies with which economic controls are con- 
cerned. An adequate outline of the structure of controls would indicate the 
location of the controls related to each of these types of policy. 

If we could give vitality and precision to a picture of the structure of controls 
we would have gone a long way toward understanding our failure to make effec- 


tive use of our national resources and would have established a basis for improv- 
ing that use. 


PauL M. O'Leary: As Professor Gordon pointed out this morning, bankers 
have exercised a high degree of control over corporate reorganizations in the 
United States. But with the recent enactment of the Chandler Amendments to 
the Federal Bankruptcy Act such complete (though “sporadic”) control will be 
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that the structure of modern corporate enterprises has become complex and col- 
ive rather than individual; and that stockholders no longer control, neither 


do directors. In fact, interlocking directorates are relatively insignificant in the 
matter of control and management has become a separate profession. Dr. Means 
seeks to define control so that its location may be more accurately determined. 
And Professor O’Leary cites a legislative effort to regulate power and control in 
‘he Chandler Amendments to the Federal Bankruptcy Act. 

In reply to Dr. Means’s definition of control, Professor Gordon stated: 


My concept of entrepreneurial control originates in an anlysis of the productive system. 
The operation of the productive process obviously requires the guiding and integrating 
e of business leadership. The need for this integrating and directing force is inde- 
vendent of the legal forms which business enterprise may take or of the nature of the 
interest groups which may seek to acquire power over the firm. It is to this function of 
business leadership that I refer when I speak of “entrepreneurial control.” Mr. Means 
would use the term “control” to mean what I have referred to as “power,” and he speaks 
economic controls” and control groups in connection with what I have called the 
interest groups or interest segments. I am afraid that this usage will tend to exaggerate 
the actual decision-making and policy-forming activities of these interest groups and badly 
understate the tremendous powers—from the point of view of actual control of the pro- 
ductive process—of the managements of our large corporations. It does not seem to me 
that we get very far by glibly classing one company as “minority controlled” and another 
as “management controlled” or “banker controlled.”” Almost invariably, when we do this, 
what we mean is that the minority, management, or banker interest has relatively greater 
power, and is in a position to wield more influence, than the other interest segments; 
it makes up an important part of the milieu within which the entrepreneur operates. But 
ch treatment tells us little about the actual effects of these “controls” on the economic 
process; the minority interest may be potentially powerful but altogether passive or may 
influence policies only at certain times. What we need to do is to locate economic power 
and then to see how and when and why it is translated into active control. To call this 
power “control’’ is, in a sense, to assume the answer we are seeking. 


Professor S. E. Howard made a plea for a practical approach to the problem 
when he pointed out that we must in fact locate power and responsibility if the 
many controls are not to “get out of control.” He cited instances of court decisions 
blocking the Massachusetts Trust as a means of evading responsibilities of partner- 
ships and of the abandonment of double liability of bank stockholders on the 
ground that responsibility could no longer be centered there. 
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might be suggested as a mobility measure. To make the measure independent of 
reward units it is advisable, however, to use the relative rather than the absolute 
difference between reward rates. Further, the amount of the factor already availa- 
ble in each region, or industry (denoted by, say, 2 and 5 respectively) must be 
considered; with a given reward discrepancy, small regions naturally absorb or 
repel smaller amounts than large regions. The suggested definition of mobility 


is thus 


(for reasons of symmetry we might also choose to divide the difference by p.+ p, 
rather than by p,). 

This is a definition only. It is not claimed that ,, is the same as, say Aue. 
When we measure sugar consumption per head, to make international or histori- 
cal comparisons possible, we do not claim that population is the only relevant 
determinant ; we merely assume that it is an important cause, which needs elimina- 
tion to reveal other causes. Better approximations may be obtained by giving the 
higher and lower reward rates various weights thus investigating whether the 
“pull” or the “‘push”’ is stronger; also, by trying to establish whether the migra- 
tion, instead of growing in proportion to the reward discrepancy, remains negligi- 
ble so long as the latter’s numerical value remains below a certain threshold. More 
important than these refinements is, however, the measuring of the time lag 
between reward discrepancy and migration; and of the influence of distance 
(formulas are given in the account of this paper written for Econometrica) . 

Regional prosperity indices as devised, for the United States, by Carter Good- 
rich and his collaborators, and, for United Kingdom, by Cecil Chrisholm and 
others, might be used to measure regional reward discrepancies for labor. British 
migration seems, however, to be as strong, if not stronger, correlated with employ- 
ment rates as with average earnings per head (either including or excluding the 
dole). The chance of getting a job seems, for the would-be migrant, to be a more 
important psychic reward than a wage increase. Whatever the explanation, the fact 
itself enables us to use employment rates as relevant reward indices. To measure 
migration various materials were used: (1) a count of insured workers in Oxford 
according to their county of origin; (2) a similar count (official sample) for each 
of the eight large “Divisions” of the British Ministry of Labour; (3) registers of 
current transfers of “‘unemployment insurance claim units” to and from Oxford ; 
(4) net changes in the total insured population, by counties, corrected for new 
entries and retirements or deaths; (5) the same for the whole population, as 
estimated by the Registrar General. Material “1” and “2” is cumulative and 
therefore not usable for studying changes in time; material “4” and “5,” on the 
other hand, does not give the origin of migration and cannot be used for distance 
studies. The two kinds of material complete each other. 

By a logarithmic regression of mobilities on distance a pretty reliable “elasticity 
of migration on distance,” lying between 1.5 and 2.0, was found. The mobility 
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fluctuations re fter eliminating distance are mainly explained by th. 
industrial structure of us counties. Thus the interregional mobility depends 
on the mobility various industries involved. To study this interindustri:) 
nobility, material gous to “3,” “4,” and “5” is available. 

Material ‘‘3 helped to measure the time lag mentioned above: jt 
lies between a half a ne year. The same material showed changes of mobility 
through time; tl ; much smaller after the slump of 1931 than in the five 
preceding years. ‘I planation seems to lie in the increased proportion of long. 
period unemplo} ho (as indicated by a comparison of a sample of Wels 
immigrants into O with the unemployiment structure in Wales) canno 
easily afford the ri sts of migration. . 

An analogous s ypital mobility (between industries) would require 
besides profit da f net investments by industries, similar to material “5,” 


PAUL A. SA) 1: In standard economic works there is often no cle 
and correct statement of the relationship between the production function and 
the cost curve; ¢ few places where a reasonably correct account of the 
conditions of equ s to be found, there is no attempt to derive from these 
conditions theor« f operational significance. The conditions of equilibrium 
imposed from v the firm by the attempt to maximize profits require (1) 
that any output \ s to be produced must be produced at the lowest possible 
total expenditure ) that out of all possible outputs, that output will be 
selected which maximizes profits. Under proper assumptions of continuity, the 
first condition re t all factor prices, taken as given by the firm, be equal to 
marginal cost times 1 nal physical productivities. The second condition te. 
quires that margi t be equal to marginal revenue. In the general case, in- 
cluding continui ial instance, the conditions of equilibrium can be 
simply stated in f finite inequalities, These are easily shown to yield un- 
ambiguous, meanit restrictions upon price-quantity behavior. The condition 
that a firm earn nnot be deduced from any internal condition of equi- 
librium, but is 1 t all, only through the operation of free entry. 


The speaker t ssed the relation of this to homogeneity of the produc- 
tion function, a s’ marginal productivity theorems. 
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THE CHANGING CHARACTER OF AMERICAN 
INDUSTRIAL RELATIONS 


By SUMNER H. SLICHTER 
Harvard University 


I 


Three times since the turn of the century a major effort has been made to 
nduce American employers voluntarily to base their labor policy upon the 
ecognition of trade unions and the acceptance of collective bargaining, and 
hree times the attempt has failed.t The result has been the Wagner Act 
vhich not only prohibits employers from interfering with the organization 
{ their workers but also imposes on employers the obligation to bargain 
vith representatives of a proper bargaining unit. Thus the determination 
f the fundamental labor policy of American industry has been taken from 
mployers and has been made a matter of public instead of private deci- 
sion.? Although the Wagner Act may be amended in superficial respects, 
there are no signs that the country in the foreseeable future is likely to 
hange the fundamental policy of the Act.* 

The new public policy may be expected to have profound effects upon 
the labor movement, the operation of industry, the functioning of our econ- 


1e first effort was made about 1898 to 1902 under the leadership of the National 


Civic Federation, Mark Hanna, and other business leaders. The second effort was made 
L, 


President Wilson in the fall of 1919. His Industrial Conference endeavored to develop 
into a form acceptable to business and labor alike the principles of employer-employee 
relations temporarily accepted during the war. It failed because the representatives of 
business insisted upon the right of employers to start company unions. The third effort was 
represented by Section 7a of the National Recovery Act which sought to pledge employers 

the principle of noninterference with the organization of their workers. Note that in 
1926 the employers and unions in the railroad industry did succeed in agreeing upon the 

rms of a fundamental labor policy for the industry. The result was the Railway Labor 
Act of 1926. 

"Small wonder that this attempt to change by act of Congress some of the most firmly 
established mores of American industry has been difficult to administer. The Wagner Act, 
however, has been enforced with surprising effectiveness. 

“Underlying the change in public policy is the change in the composition of the work- 
ing force of American industry. Immigration has virtually ceased. At the same time the 
umber of high school graduates has increased twenty-five fold since 1890. Indeed, slightly 
nore than half of the children in this country now complete a high school education and 
almost all of them have two or three years in high school. Such workers may or may not 
cesire to form unions, but they are quite insistent that they may be permitted to have 
unions in case they wish them. It outrages their sense of justice when the employer dis- 
charges some one because he tries to form a union. Evidence of the change in community 
sentiment on this point is found in the statements of policy of many employers asserting 
that the management will not discriminate against any employee for joining a union. Such 
statements are found in many employee representation plans adopted in the period 1918 
to 1920. It was the failure of business in general, however, to perceive the change in public 
opinion and its persistent effort to enforce a labor policy of which the public disapproved 
that eventually led the government to take the determination of the fundamental labor 
policy < Auccnicen industry out of the hands of employers and to make it a matter of 
Pudlic policy, 
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omy, and e r political institutions.* It is not my purpose, hoy. 
ever, to ex] e probable consequences of collective bargaining, bh. 
cause these i upon the policies that are pursued by each side 
The immedi that confronts us is one of making collective bur. 
gaining wor bargaining has two principal aspects. First, it js 
a method of vil rights into industry; that is, of requiring that 
management | | by rule rather than by arbitrary decision. Second 
it is a meth fixing—fixing the price of labor. The problem of 
making it wor refore, may be defined as the problem (1) of introduc. 
ing civil righ lustry, and (2) of fixing the price of labor in suc 
a manner as t the national income—or at least so as not to retard 
its increase. That problem to which I invite your attention. 


II 


The intro vil rights into industry raises two principal prob- 
lems: (1) the ps f a proper balance between the employer's free- 
dom to manag lant and the protection of workers from arbitrary 
management t lance of rules which become obsolete. If the 
management 1 too much freedom, hostile employers may take ad- 
vantage of it roy the union. If the management is too severely tc- 
stricted in re ficiency or in discarding old methods of produc 
tion, collecti becomes a method of protecting the old agains 
the new, of ; technological change, and of protecting vested in- 
terests in obsolete n ls. Thus it becomes a method of keeping down the 
standard of | lroading is a conspicuous illustration of an industry 
in which cha the location of plant, the type of equipment, and 
methods of « seen substantially restricted by the terms of trade 
agreements a yonsored statutes. Many of these restrictions are 
easily defend nyone who doubts the seriousness of some of them 
note the obst posed by statute and some by trade agreement) 
which confr which wish to combine terminals, to pool traffic 
or to meet tt tition by running shorter, faster, or lighter trains, 
or by having perform yard service. The history of collective 
bargaining it ry is full of instances of unions, such as the old 
window glas t! rarmakers, or the upholstery weavers, which 


bor movement to abandon its traditional policy ot 
irticular groups of workers to a given union and to 
‘inion Congress that no union has the exclusive righ 

ling upon the nature of the working rules adopted 

f industry to adapt itself to changes in condi tions 

1 job is done in setting the price of labor, it may 
‘f unemployment and, therefore, raise or lowe 

either a bulwark or a threat to democratic i- 

bits of thought into industry, it may broaden the 

life. On the other hand, by retarding the expanion of 

jations upon which political democracy rests. 
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destroyed themselves or made themselves weak by imposing excessive re- 
srictions upon employers. 

There are several reasons why trade agreements in American industry 
have tended to develop into long and complicated documents which, in 
the course Of time, were bound to contain many obsolete rules. The most 
important one has been the fear of the men that the employer would de- 
troy their unicns by discriminating against its most active members— 
, natural result of the great organizing difficulties experienced by unions 
in this country. Consequently, unions have felt it necessary to restrict the 
employer's discretion at every point where he might discriminate. A second 
reason for complicated agreements has been the lack of effective managerial 
control of department heads, with the result that favoritism rather than 
efficiency has determined many promotions and layoffs. A third reason has 


B been the tendency of some employers to keep unions weak by making it 
¥ difficult for them to get prompt and satisfactory adjustment of grievances. 


In some instances, this failure has led employers to deny redress where the 


R acreement contained no specific rule governing the issue. A fourth reason 
B for detailed and complicated agreements has been the attempt of unions 


to meet technological and market changes by sponsoring make-work rules 
rather than pursuing a policy of adjustment. The primary effect of a policy 
of restriction is to promote the security of the group, but the secondary 
effect is to undermine security of the group. Hence, in a rapidly changing 
world real security is only achieved by pursuing a policy of adjustment. 
Nevertheless, it is natural that some unions (particularly inexperienced 
ones) should base their policies upon the immediate rather than the long- 
tun interests of their members. 

There is danger that instead of profiting from the mistakes of the past we 
all repeat these mistakes on a larger scale. Most of the new unions are 
eeply concerned over their existence and must fight hard for restrictions 
upon discrimination by employers. Furthermore, the new agreements are 
being developed rapidly and usually with little understanding by either 
side that in settling specific issues they are unwittingly settling matters of 
basic policy. Indeed, many new agreements are more complicated and elab- 
orate than agreements (such as those in the glass bottle or the flint glass 
industry) which have been in existence for fifty years. The tendency toward 
elaborate agreements is well illustrated by the recent development of senior- 
ity rules. Among 387 predepression agreements, seniority rules were found 
in only 117; but among 300 agreements made since 1933, seniority rules 
were found in 171. Let me assure you that it is not an accident that strong 
unions such as the United Mine Workers, the flint glass workers, the 
molders, the glass bottle blowers, the potters, the women’s garment work- 
ers, or the men’s clothing workers, have made little or no use of seniority.° 


st 


"In these samples, agreements from the building trades were excluded because it was 
<nown that they almost never contained regulations of layoff procedure. 
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however, to say that at the present time virtual} 

> labor movement or out of it knows very much aboy 

irly when applied to factory industries. The only saf 
PP licies by the case method.® 

‘he Amalgamated Clothing Workers, the hosiery 

| W orkers’ Organizing Committee, have made th 

simple, and flexible agreements a matter of definit 

iders of these organizations understand that they ca 

of their members in a rapidly changing world only by 

f adjustment and that elaborate and detailed agreement 

1 policy of adjustment. Curiously enough, however, 

r seems to be much farther advanced among unions 

Indeed, few employers seem to have made the pro- 

flexibility in trade agreements a definite obj 
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nd if workers are to be protected against arbitran 
lministrative method of settling individual cases 

f particular facts rather than by the legislative method 
idvance? First, let the employer eliminate the issu: 

er by encouraging membership in the trade union or by 
shop T o most American employers the “closed shop’ 
lomination. As a matter of fact, the employer is likely 
in a closed shop or its equivalent than in one where 
of its status.” Instructive on this point is an analysis 
ffs in 300 agreements of which 173 provided for 

for the open shop. Among the open shop agreements 
stricted the employer’s freedom to make layofi 

per cent, of the closed shop agreements contained 
Second, let the management develop effective con- 
f secondary executives for the purpose of assuring 

ire either based upon objective facts or, where judg 


pnce: 
pores 


, at present are strongly in favor of departmental seniority 
these employers will wish that they had never restricted 
; by surrounding each department with a seniority wall 
are protecting their existence by seniority rules, have 
yu -d form as to threaten the life of the union. Obsert 
tuations of employment occur, as in the highly season 
the effect of dividing the workers into two groups— 

f unemployment and those which have steady work # 

one reason why unions in seasonal industries have found 

; except in a severely restricted form—as when dealing 
tions or considering permanent layoffs for other 


view with extreme suspicion every decision which favos 
hen all employees are members, the union's inter 
ies of substantially less importance. 
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ent is unavoidable, upon carefully reviewed judgment. This will re- 
buire substantially better records of individual employee performance 
an have been customary under nonunion conditions. Third, let manage- 
ments plan technological changes well in advance and introduce them 
radually. Fourth, let both sides do a good job of setting the price of labor. 
ne source of make-work and restrictive rules has been the attempt of 
saions to provide work for men who have lost their jobs because their 
abor has been improperly priced. Fifth, let both sides develop union- 
janagement co-operation for the purpose of keeping costs in union plants 
rom becoming too high in relation to costs in nonunion plants. Excessive 
osts in union plants which produce unemployment among union members 
re another source of make-work and restrictive rules. Finally, let manage- 
nents take particular care that unions are satisfied that the administrative 
nethod gives them an adequate opportunity to get their cases heard and to 
rotect the interests of their members. Arrangements for adjusting differ- 
nces are more important than the specific rules in trade agreements, and 
pereements cannot be kept simple unless the machinery for adjusting cases 
orks smoothly.® 


Ill 

Collective bargaining is a form of price fixing—a way of fixing the 
rice of labor. It introduces a revolutionary change in the relationship 
tween employment and the price of labor. Employment must adjust it- 
self to the price of labor rather than the price of labor to employment. 
With five or six million men in trade unions, collective bargaining repre- 
ents price fixing on a scale large enough to have important repercussions 
pon our economy. By skillful pricing of labor we can add to employment 
and production; by unskillful pricing, we can substract from employment 
and production. It is probable that the pressure of unions for higher 
ages will accelerate technological change. It is probably inevitable that 
ollective bargaining will produce some maldistribution of resources. It 
is probable, but not certain, that collective bargaining will limit invest- 
ent opportunities. Whether collective bargaining at the end of a given 
etiod has raised or lowered the standard of living will depend upon 
whether its tendency to accelerate technological change has offset (1) its 
endency to produce some maldistribution of resources and (2) its possible 
endency to limit the volume of investment. The subsequent discussion will 
ical with these two topics. 

I have said that collective bargaining may be expected to produce some 


* Notice the bearing that all of this has upon the proposal, frequently made by em- 
loyers’ associations, that trade agreements be made enforcible by law. The step has al- 


Heady been taken in this country with respect to agreements on the railroads. It is, I be- 


ieve, a backward step. It takes away from the parties the right to interpret their own 
pereement and places this responsibility in a court of law. Thus the parties are hampered 
N adjusting the interpretation of their agreements to changes in industrial conditions. 
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maldistribution ;, but examination of the marketing policies of 
trade unions suggests that this maldistribution has been greater than it 
need be. There a: rincipal reasons for this belief: (1) the tendeng 
of many trade u inderestimate the elasticity in the demand fo, 
labor; (2) their determine carefully the effect of wage differen. 
tials in union ai ion plants upon the demand for union labor; and 
(3) the failure of nions to adjust wages to changes in markets and 
technology. 

Most unions asst t they can raise wages by moderate amounts with 
little or no effect ployment. They are probably right, provided a 
short enough tu ken into consideration. There are several reasons. 
however, for cot that the plant demand for labor is quite elastic 
when periods of s years are involved.® One is competition between 
the old and the most pervasive form of competition in our econ- 
omy and the one most pletely neglected in economic treatises.’ A sec- 
ond is the ever pervasiveness of product competition.” A third 
is the rise of larg umong both retailers and manufacturers who pur- 
chase to their o tions from the lowest bidder (often doing the 
development wi product themselves). In competition for the 
business of such ( ill differences in costs are of decisive importance. 
A fourth is the 1 id of organized industrial research with its tend- 
ency to increase t ticity of substitution both between products and be- 
tween factors of p1 {s the technical schools turn out an increas- 
ing number of | ed men, the elasticity of substitution will con- 
tinue to increase 

* As a matter of idoubtedly a marked difference in the elasticity in the 
demand for most | pse of relatively short periods of time. This fact has 
not been adequate! business enterprises and, consequently, has not affected 
selling policies as 1 j 

’ The competiti nd the new is not confined to industrial equipment 
or other durable g JRA discovered that old hair cuts were in competition with 
new hair cuts and e was put above fifty cents, people let their hair grow 
longer. The NRA a dirty suit competed with a clean suit and that if 
the price of cleani ly raised, suits are cleaned much less frequently. Old 
cars compete wit furniture with new furniture, old houses with new 
houses, and an old t on a house with a new coat. If one is particular about 
the appearance of have it painted every four years, but sufficient pro- 
tection is usually a painted about every six—a great difference in the demand 
for painting 

" Paper containe wood, cotton, burlap, glass; aluminum competes with 
steel and copper; with concrete, brick, stone, and other materials; plaster 
competes with ply »d ard; letter press printing competes with other types 
of printing some ng heavy inroads upon it; coal competes with oll; 
trucks and buses v rous durable consumers goods compete with each 
other for the eigl 1 dollars a year that consumers spend on durable 
goods. A 

“ Elasticity of su illy defined in terms of constant technology and refers 
simply to the chang rtions with which factors of production are combined 
when their relative using the expression above in a very different senst 
to mean the capaci nge the proportions in which products or factors 
are used by making anges in response to changes in price relationships. 
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When trade unions underestimate the elasticity in the demand for labor, 
the handicap imposed on union employers and hence the unemployment 
mong union members are greater than they otherwise would be.'* Ulti- 
mately the unemployment of men attached to union plants will cause some 
{them to drift into the nonunion part of the industry and unemployment 
will take the form of capital unemployment in union plants rather than 
bor unemployment. At any rate, the ultimate result of the union’s mis- 
uke in judging the elasticity of the demand for labor will be to aggravate 
the tendency for collective bargaining to produce maldistribution of re- 
sources. 

A special case of the general tendency of unions to underestimate the elas- 
ticity of the demand for labor is the failure of many unions to determine 
arefully the effect of wage differentials between union and nonunion plants 
upon the volume of employment in union plants.** The differentials in 
terms of labor cost are usually not as large as differentials in wages because 
the high union wage scales tend to attract superior workmen and union 
employers cannot afford to retain inferior men. Because the withdrawal of 
apital from an industry involves cost, one must distinguish between the 
rate that will attract new capital and the rate that will cause the indefinite 
maintenance and replacement of capital already invested. Most unions have 
failed to determine the critical differential in labor costs beyond which capi- 
tal leaves the union part of the industry.** 

Some large differentials between union and nonunion plants are the re- 
ult, not of union policy, but of the efforts of employers to defeat union 
organizing campaigns. As a general rule, however, they are a result of the 
fact that the bargaining power of most unions is greater than their organiz- 

*This raises the question of whose income collective bargaining is expected to maxi- 
mize——the income of the entire union (or group of unions) or only the income of the 
working majority of the bargaining group. The question is discussed below. 

“Two situations may be distinguished in the relation of ynion to nonunion wage scales, 
One is the case where the union scale governs the nonunion scale rather completely. The 
other is the case, and it has been the usual one, in which the union is so remote or so weak 
that nonunion wages are relatively independent of union ones. 

“Between 1915 and 1920, the tapestry carpet weavers in Philadelphia acquired control 
‘that market and pushed up their wages by about 165 per cent. At the height of its 
prosperity in 1920, the union had about 1,800 members, It was believed that the union 
mills could stand a differential of 10 or 15 per cent above the nonunion, but the differential 
grew until it became about 50 per cent. By 1926, the union had only 800 members work- 


ing in Philadelphia and more than half the union mills had ceased operating. In 1920, the 
union part of the bituminous coal industry produced nearly 60 per cent of the bituminous 
utput. The union endeavored to maintain a basic wage of $7.50 a day. Nonunion mines 
vere paying from 30 to 50 per cent less. By 1927, the union mines were producing only 
0 per cent of the output. In 1922, the hosiery workers’ union controlled 90 per cent of the 
market. Union wages during the twenties rose to roughlv double nonunion. By 1929, union 
ontrol had shrunk to 30 per cent. Thanks to the NRA, the Wagner Act, and skillful 
Ranizing campaigns, the union control is now back to 70 per cent. During the last 
verai years it has been threatened by the rapid growth of the industrv in the South where 
mues have been about 30 per cent lower and where three-fourths of the new machines in- 
salled during the last seven or eight years have gone. The union has recently taken steps 
‘© meet southern competition by accepting wage reductions in return for an agreement by 
‘eemployers to purchase up-to-date machinery. 
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fferentials are the result of temporary bulges in 
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s subsided or after production facilities haye 
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hracite have dropped almost in half. The railroad unions have actually 
nised wage scales while railroad traffic was falling in half. Perhaps these 
unions were pursuing a sensible marketing policy from the standpoint of 
their members. Their officers might argue in each instance that the price 
of the product and pro tanto the price of labor had little to do with the de- 
market changes, however, raise two principal questions: (1) are the union 
members being guided by future as well as present considerations—in other 
words are they underestimating the long-run elasticity in the demand for 
labor; and (2) whose income is the union intended to maximize—the 
income of all members regarded as an entity or simply the incomes of 
i majority. Many cases of rigid wages simply reflect the fact that union mem- 
bers do not know that their long-run interests conflict with their short-run. 
Hence they do not attempt to determine whether wage cuts today might sub- 
stantially retard the decline in employment. Of particular interest is the 
question of whose income the union is trying to maximize—the income of 
ill the members or only the income of a majority. If the union is attempt- 
iag to maximize the income of all its members, then wage reductions in 
the face of technological and market changes would often be indicated be- 
cause men with specialized skill will earn more at reduced rates at their 
customary occupations than in new jobs. If, on the other hand, unions sim- 


workers. 
IV 

Most momentous of all is the question of the effect of collective bargain- 
iag upon the demand for investment funds. I shall discuss this question 
under the heads of the effect of collective bargaining upon (1) technologi- 
al change; (2) the propensity to consume; (3) the relations between 
costs and selling prices; (4) the relation between the prices of capital goods 
and other goods; and (5) the adjustment of the price of labor to cyclical 
changes in business. The discussion will necessarily be suggestive rather 
than exhaustive. 

lhe great pressure which collective bargaining puts on wages will tend 
to accelerate technological change so long as collective bargaining does not 
xtend to research workers and does not, therefore, tend to raise the cost 
discovery. It is reasonable also to assume that pressure for higher wages 
will encourage laborsaving rather than capital saving inventions and thus 
will facilitate the absorption of savings by industry.2? About 57 per cent 


“Observe, however, that several special influences, such as the rapid rate of technologi- 
ange itself and certain changes in markets (particularly the rise of large buyers who 
switch large orders from one producer to another), are encouraging capital saving in- 

tions. The possibility of losing the account of a mail order house or automobile company 

year or two compels producers to show a lively interest in ways of keeping down the 
pital required to produce a given article. 
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the unemployment that might follow an increase in wages. Hence when the 
sroduct is elastic in demand (as in the case of durable consumers goods), 
the union might be restrained by the fear of unemployment from pushing 
up the price of labor very far. As I have indicated above, however, two 
difficulties stand in the way of accepting this conclusion. One is that trade 
unions seem to underestimate the elasticity of the demand for the services 
of their members—just as most employers under conditions of monopolis- 
tic competition put the price of their products too high. A second is that 
the majority of the union may not care whether a minority is unemployed, 
provided the minority is not dangerously large. 

- Will collective bargaining raise operating costs so high as to restrict 
the utilization of present equipment and to narrow the outlook for profits 
and restrict the demand for investment funds? So long as collective bar- 
gaining is far from covering all of industry and is growing slowly, union 
wage policy may open up large and attractive investment opportunities 
in the nonunion parts of industry. At the cost of considerable duplication 
of plant, therefore, collective bargaining may substantially increase invest- 
ment and employment. Let us assume, however, that collective bargaining 
becomes so prevalent that union wage policy determines the general wage 
level. The productivity of a large proportion of the working population of 
the United States is substantially less than the present union wage scales 
in the several occupations. Indeed, precisely here we have a large part of 
the explanation of the somewhat surprising success of union plants in hold- 
ing their own against nonunion plants—union plants, as pointed out above, 
can attract superior workmen and cannot afford to keep inferior men. 
Hence, unions tend to become devices by which superior workers enforce 
differentials for their efficiency.** Because of this very condition, however, 
an attempt to apply present union wage scales to a very large proportion 
of industry would have disastrous results.** 

Mr. Keynes and his followers would disagree with this statement. They 
argue that MV may be depended upon to translate changes in the price of 
labor into changes in the prices of finished goods and to keep the volume 
of output unchanged subject only to the effect of changes in MV upon the 
rate of interest. I have tried without success to persuade myself to accept 
this comfortable conclusion. Suppose that there is a general increase in the 
price of labor. There is no reason to expect an instantaneous change in MV 

* As a matter of fact, if the evidence of existing wage scales and profit statements mean 
anything, a surprisingly large proportion of the workers do not produce as much as fifty 
cents worth of goods per hour. This, of course, is not necessarily the fault of the employees. 
It represents in part the scarcity of managerial ability and in part the fact that the amount 
' capital per worker in American industry is sti!l auite small—not much above $4.000 
per worker in industry as a whole. The fact, nevertheless, remains that a very large part 


of the workers have a productivity of less than fifty cents an hour and many of them a 
productivity of considerably less. 


_ The case of piece work scales is somewhat different, provided these scales do not in- 
‘uce a time rate guarantee. 
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substantially less than in 1924, a year of mild depression when the index 
of industrial production was 10 per cent below 1936. They were even lower 
than in 1922, another year of depression when the index of industrial 
production was 20 per cent below 1936. 

' Will collective bargaining seriously narrow the opportunities for invest- 
ment by raising the prices of investment goods and thus reducing the mar- 
sinal efficiency of capital? The danger of this does not appear serious in the 
case of industrial equipment. The demand for this seems to depend upon 
the businessman’s judgment of the total business situation. Changes in his ex- 
pectations cause violent shifts in his demand curve for capital goods 
but the curve at all times is pretty inelastic. Quite different, however, 
appears to be the case of residential building. There is a certain minimum 
demand for housing that is little affected by the prices of housing. After 
this minimum, the demand becomes increasingly sensitive to prices, and 
it is, of course, the elasticity of demand at the margin which counts. The 
building trades unions have seriously misjudged their market and are pur- 
suing a price policy that is not only injuring their members but is sub- 
stantially reducing the ability of private industry to absorb the savings of 
the community. Residential building is now at half the level of the twenties. 
The prices of building materials are 11 per cent below the levels of 1926, 
but union wage scales in the industry are nearly 5 per cent above 1926, 
the peak of the boom. In the face of this situation, union wage agreements 
in the building trades were raised 6 per cent in 1937, the largest annual 
increase since 1923. High labor costs have been only one of several obsta- 
cles to building, but the very existence of other obstacles is a reason why 
there should not be added to them the burden of a wage scale substantially 
above boom levels.?*? In 1937, residential building costs (according to 
the Boeckh index) were practically the same as in 1926. The prices of 
many durable goods, such as automobiles, refrigerators, and radios, were 
from 25 to 50 per cent below 1926. As a result, in 1926 the housing indus- 
try got about one out of every three dollars spent by consumers for durable 
goods, and in 1937, only one out of every seven dollars. Most important 
of all, however, the community was deprived of a major outlet for its 
savings. 

Highly controversial is the question of the cyclical wage movements 
which will best maintain investment and employment. All economists prob- 
ably would agree, however, that business stability is not promoted by a 
continued rise in wages after business has turned down. In the past, negotia- 
tors on both sides have often failed to take account promptly of the cyclical 


"In the spring of 1937 the increases in union wage scales seem to have affected the 
wages actually paid residential building even though the union scale was often not paid. 
At the present time most of the building trades unions in most cities have priced them- 
xlves out of the private residential building market. In small housing operations, it is 
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iheult for the employer-employee system to compete with the working contractor system. 
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movements of [In 1930 union scales in the building industry roy 
4.2 per cent a ere was even a slight increase in building wages 
during 1931 30! 7 xperience in earlier depressions was similar 
In 1908, for 1 wage scales in the building industry rose near 
6 per cent al n scales in book and job printing rose 12 per 
cent between 1. In the last depression they continued to tise 
until 1932, v 5.3 per cent above 1929. Union wage scales 
in general cot ise well after the downturns of both 1920 and 
1929. By Jun vement of raw material prices, demand de. 
posits, and bond ndicated that a recession in business was 2 
least probable 1ion and nonunion, continued to rise through. 
out the summer into the fall. 

As a gener: be assumed that unions discourage wage cuts in 
time of depre tion of whether wage cuts aggravate or miti- 
gate the severit breaks up into more parts than economist; 
have been acc 28 At certain points where the demand for 
labor is instas , wage reductions are needed in times of 
depression in ise labor income and raise the propensity to 
consume. I ha bove that most forms of durable consumers 
goods seem to lemand and so also are many of the services 
which consume in rapidly growing quantities.** Expenditures 
for both dural ; goods and services are, of course, competitive 
with savings. I field, therefore, in which there is an oppor- 
tunity to encr vings and stabilize consumers’ expenditures by 
making reduct Wage cuts to facilitate such price reductions 
would raise th to consume and thus mitigate the severity of 
the depression favor of wage cuts may be broader than | 
have just indi lepression gets well started, the mere drop 
in incomes lea to expect lower prices and to postpone buying 
until prices rea ublic regards as a proper level.*° Under these 
circumstances, wages may raise the propensity to consume 

When wage eing made more or less simultaneously in 2 
large number « re is danger that they will produce a reaction 

* To the mak the question of whether wage cuts aggravate or 
mitigate the sev ay be of only academic interest. Only by accepting 
substantial wage t Depression was the Amalgamated Clothing Work- 
ers able to keep it and to obtain moderate employment for its mem 
bers. Had the ho epted a 40 per cent wage cut in the fall of 1931 
it is doubtful w! inion would have survived to make the remarkable 
lit jurable goods regularly run somewhat higher than 
the expenditures n capital goods. Consumers’ purchases of services 
are even larger. | ble consumers goods and services together amount 
to more than 40 7 y by consumers. 

” Note in this ry liquidation under pressure from maturing bank 
loans maj have luction costs but the public may strongly resist 
paying a higher p 
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somewhat different from isolated cuts—that they will arouse an expectation 
of still further cuts and thus induce postponement of commitments. The 
effect of wage cuts upon the postponement of commitments depends upon 
how the cuts are made. Certainly there is more danger of a general post- 
ponement of commitments when sweeping cuts are announced by large 
corporations. Over two-thirds of the employment in American business, 
exclusive of railroading and agriculture, is in small concerns with less than 
1,000 employees and more than half of it in concerns with less than 400 
employees. Most of these enterprises can make cuts without producing 
general market effects. The timing of wage cuts is important. In seasonal 
industries it is possible to avoid a postponement of commitments by timing 
cuts to correspond with the seasonal upturns. Particularly important is the 
avoidance of general and sweeping wage changes. The system of payment 
by the piece lends itself to gradual but steady rate adjustments. Piece prices 
which are out of line may be changed and new lines and new operations may 
be priced on a somewhat lower level than the old, all with the result of ap- 
preciable reductions in labor costs without definite or sweeping decreases 
in rates. Finally, collective bargaining itself offer a way of making wages re- 
ductions without arousing expectations of an uncontrolled downward spiral. 

Up to the present, there has been relatively little experimentation under 
collective bargaining with techniques for facilitating the adjustment of 
wages to changing conditions. Scattered efforts have been made to link 
wages to the cost of living or to the price of a commodity but none of these 
schemes, however satisfactory under the particular conditions of their opera- 
tion, promises general usefulness. In 1921 a profit-sharing scheme was 
embodied in the collective agreement in the British bituminous coal indus- 
tty. Though hailed by unions and employers alike as an epoch making 
achievement, one of its principal effects has been to breed friction as to the 
dividing line between profits and expenses. The growth of collective bar- 
gaining, however, is bound to compel the development of devices for 
introducing some element of contingency into wages and relating them to 
the ability of employers to pay. This might be achieved by making most 
wage changes take the form of temporary advances to or deductions from 
base rates. The addition or deduction would have a termination date before 
which continuation of the addition or deduction would be subject to nego- 


were negotiated from base rates in the railroad industry. Certainly there 
is no reason in non-declining industries why the temporary necessity for 
lower labor costs should lead to changes in the base rates themselves. And 
since the average annual increase in per capita productivity is about 2 per 
cent, there is no reason why a temporary improvement in business should 
produce more than very small increases in base rates. Certainly there was 
0 economic justification for permitting the temporary improvement in 
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1936 and 192 permanent increases of 10 to 15 per cent in the ral 
the price of lal y industries—increases which seem to have inten. to con 
fied the depres led rect very. and to 
assert t 
Vv than tl 
What is the sing the effect of collective bargaining upon they di 
the volume of en {re unions politically capable of considering of the 
the effect of t pon employment? Since they are democratic of sell 
organizations, t bound to be devices by which the majorit, ] vent 
advances its int regardless of the effect upon the minority and clothir 
above all, quite : the effect upon the general economic situation? My 
I venture the o hat considerable practical good may come of the to eco 
exploration of th lip of union policies to employment. In the econor 
first place, the f ven policy causes a minority to suffer does not cannot 
necessarily mea rity is benefiting. The policy may reflect, not It also 
the exploitation rity by a majority, but simply the failure of the the 
union leaders t wise policies. Consider, for example, the efforts econo! 
of some union their members against technological change by mild, 
pursuing a pol n rather than adjustment. When protection differ 
takes the form t make-work rules, the ability of union en- ing. © 
ployers to hold in competition with nonunion employers is ninete 
impaired and a f the union members are thrown out of work correc 
without a corre ) the majority. Indeed in the long run the to enc 
majority itself tected by a policy of adjustment than by a or hit 
policy of restri second place, whether the union is divided mente 
between a maj ndifferent to the effects of union policies upon indust 
employment an ty that bears the burden of unemployment depends 
upon how unet listributed among the members. If it is con- 
centrated by sen ng the junior members, the union may have 
little interest ir t problems. This goes far to explain the mar- 
keting policies of railroad brotherhoods. On the other hand, if unem- 
ployment is spr nong all members by limited equal-division-of- 
work, the uniot tically capable of interest in even a moderate 
degree of unem f third place, when the union members atc 
keenly aware of run as well as their short-run interests, the 
conflict betwee: not interested in unemployment and an ex: 
ploited minority uppear because in the long run the majority 
must consider th n policies upon employment. 
All in all one finds al the same differences in the marketing poiicies 
of trade unions ng corporations. At one extreme one finds 
the men’s clothi: nd the hosiery workers with their sensitiveness 
to changes in ma their willingness to adjust the price of labor to 


changes in demat ther extreme one finds the building trades anc 
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the railroad brotherhoods with little disposition to adjust the price of labor 
to conditions in the market—in fact with a tendency to buck the market 
and to put up the price of labor quite irrespective of demand. No one would 
assert that the first two unions do a poorer job of representing their members 
than the second group. In fact, most persons would probably agree that 
they do a better job. The difference simply is that the marketing policies 
of the first are more realistic and that in consequence they do a better job 
of selling labor. As trade unions gain more experience in selling labor, 
| venture the prediction that the successful marketing policies of the men’s 
dothing workers and the hosiery workers will receive wider acceptance. 
My discussion of our changing industrial relations has related solely 
to economic issues. In concluding, let me remind you that far more than 
economic issues are at stake. It is frequently said that political democracy 
cannot exist without industrial democracy. There is truth in the statement. 
It also is true that industrial democracy, if unwisely operated, may threaten 
the existence of political democracy. The basis for free institutions is 
economic opportunity, because it is opportunity that keeps social conflict 
mild, and only when social conflict is mild are men willing to settle their 
differences by voting, by negotiating, or by arbitrating rather than by fight- 
ing. The basis for opportunity is expansion. In the happy days of the 
nineteenth century one could rely upon the rapid expansion of industry to 
correct the mistakes of policy. Now we must rely upon wisdom in policy 
to encourage expansion. Whether the spread of collective bargaining helps 
ot hinders the preservation of democratic institutions, will depend funda- 
mentally upon whether it is so conducted as to encourage the expansion of 


In 
Tal 
6 
IC 
} 
4 
i! 
le 
iL 
il 
a 
A 
indiuetrry - 
] inaustfry. 


THE EFFEC 


Before exami 
ment, it is perh 
follow from su 
generally true t 
increase the am 


in each unit of t 


carry their inve 
of money inves 


unit of money i 


be raised in a g 
labor within ea 
upon the relatiy 
gree, therefore 
capital and inves 

But it should 


other things ren 


relative to other 
which are dema 


stitution of capit 


of marginal lab 
than before and 


decrease the nun 
Where the in 


industries, we ha 


tries, investment 


of labor applied t 


the expected inc 
of labor discoutr 
anticipated futur 
it would follow 
would make the 
counted future y 


produced. In the 


investment woul 


the crit 


Gregg I 


INCREASES UPON EMPLOYMENT: 


H. DOUGLAS 
versity of Chicago 


I 


s of a general change in wages upon inves. 


mnsider very briefly the consequences which 
specific sets of industries. It is of course 
in wages in a given industry will tend to 
ry and capital which is mixed with labor 
t. This is because businessmen presumably 
| enterprise to the point where the last unit 
ids gives a yield equal to that of the last 
If the cost of the marginal units of labor 


there will be some substitution of capital for 


t. The precise degree of this will depend 


ubstitution of capital for labor. To this de. 


vages will create an increased demand for 


any such increase in wages will tend, if 


raise the prices of the products in question 


rease the number of units of these products 
be true in all industries for since the sub- 
s taken place because of a rise in the curve 
ult is a higher average total unit cost curve 
immediate and ultimate price. This will 
manded and produced. 
has been confined to the capital goods 
nce of this latter tendency. In these indus- 


| to the point where the cost of the last unit 


1 of a given capital good will be equal to 


to be derived from the product of this unit 


st rate. If other variables, such as the 
rate of interest were to remain constant, 
of wages in the capital goods industries 
osts in this field greater than their dis 
would decrease the number of such units 
rs goods, the relative effect upon net 
relative magnitude of (a) the elasticity 
Mi icc 


; Grace Gunn, for invaluable assistance in the 


; mathematical aspects. I have also profited from 
A. P. Lerner and H. Gregg Lewis. Messrs. H 
have drawn the charts. 


sub 
hand, 

produc 
coefici 


But 
either 
of cou 
what 
in Wa; 
indust 


unifo 
labor. 
the |: 
tweet 
great 
this 1 
clasti 
the 
move 
plica 
assur 
the | 
is pe 
i$ CO! 

7H 


R evie 


| 
ia | i 


The Effect of Wage Increases upon Employment 139 


f substitution of capital for labor within each unit of product, on the one 
hand, and (b) on the other, the relative decrease in the number of units 
produced resulting from the relative increase in price per unit and the 
coeficient of elasticity of demand for the product. 


II 


But all this has been based upon the assumption that the wage changes 
either occurred in only one industry or in one part of the economy. It is, 
of course, precisely in this fashion that many such changes do occur. But 
what would be the effect upon investment if there were a general increase 
in wages over the economy as a whole which applied to the capital goods 
industries as well as to those producing consumers goods? Would such a 


CHART I 
(After Viner) 


° 


uniform increase raise the price of capital goods equally with the price of 
labor, so that there would be no advantage in substituting the former for 
the latter, and so that the relative distribution of the national income be- 
tween investment and consumption would continue as before? It was the 
great merit of an American economist, Professor H. G. Hayes, to raise 
this issue nearly fifteen years before the publication of Mr. Keynes’s icono- 
clastic General Theory,? when, it will be remembered, his analysis was that 
the price of machinery would rise or fall in an equal proportion to the 
movement of wages. As will shortly be seen, this issue is extremely com- 
plicated and it is perhaps best to approach it with an initial set of simplified 
assumptions which should be clearly stated and then explicitly modified in 
the later discussion. We shall begin with the assumption that competition 


is perfect and that the supply of bank credit as well as the rate of interest 
is constant. 


a... G. Hayes, “The Rate of Wages and the Use of Machinery,” American Economic 
Review, Vol. XIII (1923), pp. 461-65. 
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This can be considered in terms of four differing time periods in each of 
which we are abstracting from growth factors such as increasing population, 
production, investment, and inventions: (1) the immediate impact, where 
the equilibrium will be at the point of intersection of the new marginal 
cost curve and the original horizontal demand curve for the establishment; 
(2) the short-run equilibrium, during which the existing capital structure 
is not altered and where equilibrium will be at the point of intersection 
between the new marginal cost curve and the new horizontal demand curve 
for the establishment; (3) a longer-run equilibrium where the quantity 
of capital in the industry will shrink to the amount needed to produce the 
smaller output, through the unreplaced depreciation of original physical 
capital, and where equilibrium will be at the point of tangency of the 
attendant demand curve for the individual enterprises and also be equal 
both to marginal cost and the minimum points on the average total unit 
cost curve; (4) a more final equilibrium, where replacements of the original 
physical capital will begin and continue, but where the general conditions 
of equilibrium will be those which have just been stated. 

(1) As regards the immediate impact, the shifting upward of the mar- 
ginal cost curve will cause an intersection with the original horizontal de- 
mand (price) curve for the individual enterprise at a point to the left of 
the original point of intersection, and hence will lead to a decrease in the 
output in each industry. But if the marginal cost functions of the two sets 
of industries are different, the proportional degree of this reduction will 
also differ. In general, two rules can be laid down: 

(a) The higher the 4 value or the level of hourly wage rates relative to 
the price, # being equal, the greater the proportionate reduction in output. 
For while the increase of & in the 6 values will produce the same absolute 
decrease, the relative decrease in output at the point of intersection will be 
the greater the higher is the 4 term in relation to price. A graphic solution 
of this point is given in Chart IITA and the mathematical solution is given 
in the Mathematical Appendix, Note 1.° In Chart ITA, the slope values or 
the m’s are the same but the 4 values are different. A word of clarification 
is perhaps in order. It is not the absolute height of the hourly wage rate, 
or the b term, which is vital. If this were all, then since hourly wage rates 
in the capital goods industries are from at least 20 to 25 per cent higher 
than in the consumers goods industries,° their b’s would be correspondingly 
Not published but available upon request to author. [Editor.] 

According to The Monthly Labor Review for November, 1938 (p. 1165), the average 
hourly earnings in manufacturing industries producing durable goods were 70.2 cents, while 
in manufacturing industries producing non-durable goods, the average was 57.8 cents, or 
approximately 18 per cent less. Rubber products and chemicals, with averages of 76.0 and 
76.3 cents an hour, were included in the latter group. If these were deducted the average 
hourly earnings in the consumers goods industries would have been somewhat reduced 
and the difference made somewhat greater. In the industries outside of manufacturing, 

ere seems also to be a tendency for hourly rates to be higher in the field of capital goods. 
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by labor (assuming straight line functions for marginal labor productivity 
and marginal cost) depends directly on this relative b. For the average of 
the three census years of 1935, 1929, and 1927, which taken as an entirety 
would perhaps not be far from equilibrium, the average share of labor in 
the iron and steel, nonferrous metals, and machinery industries of the net 
values added by manufacturing was 41.3 per cent; while it was but 38.5 
per cent in the four consumers goods industries of food, textiles and cloth- 
ing, paper, and leather.* It would seem, therefore, that for manufacturing 
(contrary to general belief) the 4 value is not far from 7 per cent greater 
in the capital goods industries than those manufacturing consumers goods, 
although this situation would be greatly modified if retail trade and services 
were taken into account.® Indeed, it might be safer to assume that any 
differences between the 4's in these two sets of industries will probably not 
be significant, although there will be appreciable variation as between spe- 
cific industries where the final labor content is low, and where it is high. 

(b) Interestingly enough, while the values of m and 2m, or the slopes 
of the average direct cost and marginal cost functions, do affect the absolute 
amounts of the immediate decrease in output, they do not affect the relative 
decreases and hence can for the moment be disregarded. This is shown 
graphically in Chart IIB and demonstrated in the Mathematical Appendix, 
Note 1 (see footnote 5). In Chart IIB we have 4 values which are equal, 
but the m’s, or the slope values, are not. 

Any difference in the immediate relative effect of wage increases or 
decreases upon output would, therefore, depend on the relative value of 
b in terms of price. While this might lead to a slightly greater immediate 
contraction of output within manufacturing in the capital goods industries, 
it is not at all clear that this would be the case in the economy as a whole. 

(2) We should not ignore the fact that the demand curves for the indi- 
vidual enterprises in each industry will shift upwards. This will be caused 
by the fact that, as we have seen, the immediate quantities produced in all 
enterprises will be less, and these reductions will cause prices to increase. 
This is a consequence both of the negative money demand curves for vir- 
tually all products*® and of the fixed quantity of money, or rather MV, 
which we have assumed.’? The new prices will constitute new horizortal 

‘In these three years the amounts of value added in the three groups of capital goods 
industries were approximately 22.4 billions of dollars, of which about 8.5 billions were 
paid out in wages. In the four groups of consumers goods industries, the amounts added 
were approximately 23.8 billions, of which 9.2 billions were paid out in wages. 

*The share of labor of the value of building construction is, of course, very high, and 
this would raise the 6 term for the capital goods industry. But while there are some service 
trades such as moving picture theaters, where the ratio of labor costs to receipts is low, 
the general tendency is the other way; and hence probably modifies any conclusion based on 
manufacturing alone. 


_ There are, of course, some commodities such as margarine which, from the standpoint 
of income elasticities, have more units demanded as real income diminishes. 
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utput will also decline still further. This will cause the price level, and 
hence the horizontal demand curves, to rise. 

It is obvious, therefore, that with some possible demand curves moving 
downwards and others moving upwards, the industries will be moving to- 
wards a new equilibrium. 

(3) This will be a longer-run equilibrium where the quantities of capital 
will as a whole be reduced because of the decline in output, and in which 
industry will allow the wastes of depreciation to fall upon the unused 
equipment, and which under our assumptions will operate in forcing certain 
firms out of business in most industries. Total outputs will, therefore, tend 
to be so regulated that the attendant horizontal demand curves will ulti- 
mately be tangent to the new average total unit cost curves at their minimum 
points, where they will also be equal to marginal cost. For the sake of 
simplicity, we shall assume that in general the original fixed cost curves 
have not been altered,?* and that the average direct and the marginal cost 
curves are those created by the increase (&) in wages. 

These minimum points (still assuming that bank credit does not expand) 
will be to the left of the former points of equilibrium, and hence there 
will generally be decreased output and employment in comparison with 
the original situation. This is shown graphically in Chart III and is also 
demonstrated in Note 3 of the Mathematical Appendix (see footnote 5). 
The general price level will rise in the same proportion as the index of 
production falls, but the prices of some sets of goods will rise by more 
than others. Thus, where the total quantities of capital per establishment, 
and hence fixed charges, or ¢, are greater but direct costs, or b + mx, are 
the same, the less will be the proportionate increase in the new point of 
minimum unit cost over the original minimum cost. This is shown graphi- 

ally in Chart IITA where only the c values differ. The mathematical proof 
for this is given in Note 4 of the Mathematical Appendix (see footnote 5). 

Since the amount of capital per establishment in 1919 was approxi- 
mately 2.3 times as great in the capital goods industries as in the consum- 
ets goods industries,’* it follows, therefore, that so far as this important 
factor is concerned, the prices of capital goods during this period will tend 
to increase by proportionately less than the prices of consumers goods. 
There will, therefore, be some substitution of the former for the latter, and 
more units of capital will be mixed in each unit of product than before. 

“To the degree that there has been a wasting away of unreplaced capital within the 

ms, the ¢ values will be reduced. But unless the rate of depreciation differs appreciably 

s between the capital and the consumers goods industries, this would not seem to invalidate 


the conclusions which follow about the relative changes in the minimum points. 


“In 1919 the 54,307 establishments in industries producing iron and steel and their 
products, nonferrous metals, transportation equipment, and railroad repaid, had a_ total 
capital of 13,709 millions of dollars, or an average of $252,000. The 132,664 establish- 
ments in industries producing foods, textiles and clothing, paper and printing, and leather 
goods, had a total capital of 14,616 millions of dollars, or an average of $110,000 per 


establishment. (Census of Manufactures, 1919.) 
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probable that the elasticity of substitution of capital for labor is not far 
from unity and that, therefore, since the differences in the relative increases 
in the prices of capital and consumers goods will be appreciably less than 
the relative decrease in output, the increased capital mixed with each unit 
of product will in all probability not be sufficient to counterbalance the 
decrease in the number of units. 

(b) If fixed costs, c, and the relative b values are the same, but if m, 
or the slope of the reciprocal of the average productivity times the wage, 
differs, then those industries with the higher m will have the smaller pro- 
portionate increases in price at the minimum points. Chart IIIB gives a 
graphic solution of this point and Note 5 of the Mathematical Appendix 
(see footnote 5) gives the formal proof for this. Whether or not the capital 
goods industries or the consumers goods industries have a sharper negative 
slope in their average and marginal productivity curves is, of course, at 
present unknown, although it opens up a rich field for future research. 

(c) So far as the } intercept value, or the average level of hourly wage 
fates relative to price is concerned, the higher is this value the greater is 


nomics, Nov., 1937, and Feb., 1938; and forthcoming studies by Miss Grace Gunn and 
Dr. Martin Bronfenbrenner, with which I have been associated. 
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the c’s, remain constant as we have thus far assumed as prices themselves 
shifted upwards? One force which would tend to raise them would be 
that replacements would ultimately have to be made and these would be 
at higher price levels than applied when the original capital goods were 
constructed. Hence, even if the interest rate were to remain constant, the 
ymount of the annual fixed costs would increase, since these would be based 
upon a principle which in monetary terms would be priced higher. The 
envelope,” as it were, of fixed costs would, therefore, slowly swell out- 
wards. Since the capital goods industries would have more capital per plant 
than would consumers goods, this would tend to raise the minimum points 
of the former by more than the latter, and consequently slowly narrow any 
tendency towards a smaller increase in the price of capital goods, and hence 
of mixing more capital with each unit turned out. Ultimately any differences 
in the rates of price increase would disappear and all prices would rise 
equally, thus removing any tendency to substitute capital. 

But thus far we have been assuming that the supply of bank credit would 
not increase and that the interest rate would also remain constant. Are these 
assumptions, however, correct or even mutually compatible? Would not the 
businessmen with higher marginal costs at the same output seek to borrow 
more from the banks than before, and to increase their borrowings in the 
precise ratio of the increase in marginal costs? The Keynesians evidently 
believe they would and in doing so tend to assume an infinite elasticity in 
the supply curve of bank credit. If they did, then the more or less immediate 
increase in prices would be both equal to this increase in credits and equal 
as between industries. There would be no immediate added stimulus to the 
production of capital goods, but the real national income and the relative 
outputs of the various kinds of goods would be the same as before. 

But the mere desire of businessmen to borrow more credit does not ensure 
that the banks will lend it. These institutions are commonly wary, and the 
mere increase in wage costs does not make them more ready to lend, as was 
abundantly demonstrated during the first year of our experience with the 
NRA. But even if the total amount of loans remained fixed and the supply 
of bank credit proved to be completely inelastic so that prices increased by 
only the proportionate reduction in output, the increase in the demand for 
loans would tend to force an increase in the interest rate. For with the same 
supply of credit, the demand curve for credit would have tended to shift 
to the right and hence would lead to an increase in the interest rate.™ 

Two consequences would follow directly from this. The increase in the 
interest rate would discourage investment, since some investment possibili- 
ties which would be profitable at a lower level of interest would now become 
undesirable. The output of capital goods would, therefore, decline not only 


The only force which might restrain this would be if businessmen believed that the 


increase in marginal costs would result in diminished employment and output and hence 
“id not increase their total demand for credit at the interest rates previously charged. 
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revenue and average direct cost multiplied by the units of output may in 
the short-run be equal to, greater than, or less than the average fixed costs. 
Under these conditions, even if the capital goods and consumers goods 
industries have identical cost functions, the very fact that the first set is 
much more characterized by imperfect competition and oligopoly, will mean 
that equal increases in average direct and marginal cost will have dissimilar 
results in the following respects. First, whereas we have seen that the im- 
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mediate impact in the perfectly competitive industries would be for output 
to be curtailed at the new point of intersection of the horizontal price (and 
marginal revenue) curve for the individual establishment, under imperfect 
competition it would be at the intersection of the higher marginal cost 
curve with the negatively sloping marginal revenue curve. The proportion- 
ate immediate reduction in output would, therefore, be less the more im- 
perfect was competition in the sale of products. A second consequence 
would be that the price or the average revenue obtained by the individual 
itm, even with general demand the same as originally, would immediately 
tise by more for the imperfectly competitive industries than for the com- 
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in costs resulting from higher wages will partially reduce these surplus 
profits and will not be wholly absorbed by price increases. If this is so, then 
the prices of the more monopolized capital goods may not increase by 
relatively as much as the more competitively produced consumers goods, 
and there may, therefore, be some substitution of the former for the latter. 
But we lack sufficient knowledge of the concrete values involved to be able 
to draw any definite conclusion on this point. 

One thing certainly can be said which will apply for perfect as well as 
for imperfect competition. If the supply of bank credit is permitted to 
expand along with the increased wage cost per unit, the less necessary it is 
for the higher money costs per unit to reflect themselves in reduced outputs. 
This will lessen the contractive influences upon both consumers and pro- 
ducers goods and permit relative price changes and the relative elasticities 
of substitution to determine the degree of change in the output of each. 

There is, however, one form of imperfect competition where wage 
increases May not result in any commensurate increase in prices. This is 
where the firms in a closely concentrated industry set themselves to maintain 
more or less rigid money prices for their products, and this has been shown 
by Gardiner Means to be a quite common proceeding."* It is one which is 
also probably accompanied by a gentlemen’s understanding about the re- 
spective volumes of production to be maintained. Such agreements are not 
very difficult to effect when an industry is dominated by a few large con- 
cerns who believe that it is better for themselves to agree upon prices than 
to provoke price wars. Oligopoly of this sort characterizes a considerable 
number of our leading industries and this is frequently accompanied by an 
agreed relative fixity of prices over considerable periods of time. 

Since the cost schedules themselves will vary over time because of changes 
in wage rates and in the efficiency of labor, and also in the prices of raw 
materials, while the prices of these finished products are relatively pegged, 
it almost certainly follows that in these instances the respective marginal 
costs are rarely equal to the marginal revenues. It is improbable that in 
these cases production will in general be carried beyond the point where 
marginal cost equals marginal revenue, since this would diminish net profits. 
It is probable, therefore, that in the vast majority of instances production 
is not carried up to the point where marginal cost equals marginal revenue, 
and that consequently in these cases the latter tends to exceed the former. 
The force which restrains output from being expanded under these citcum- 
stancs is the well-supported fear that if this were done, prices would have 
to be reduced, and that this would probably entail a price war with the 
other giant corporations in the industry. 

Where this is the case, and I suspect that under our present widespread 
*This will mean a decreasing exchange value in a period of rising prices, and hence 


in increase in quantity demanced; while quantities demanded will decrease in periods of 
‘alling prices because of the higher exchange value per unit. 
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hourly wage rates with that of wholesale prices, and have failed to see that 
this is not a valid comparison of labor costs with the prices of the services 
petformed by labor. For since output per hour is not fixed but variable, 
ind shows indeed a pronounced tendency to increase with the years, the 
labor costs per unit of output can decrease markedly even while the hourly 
wage rates are advancing. Moreover, an index of the relative prices at which 
manufactured goods sell is not necessarily a measure of the relative average 
.mounts which manufacturers have received for processing and fabricating. 
For the major ingredient in the price of manufactured goods is the cost of 
the raw materials of which they are composed. This percentage in 1935 
amounted to approximately 58.?° A fall of one-fifth in the price of raw 
materials would, therefore, cause in itself a decrease of about 12 per cent 
in the price of finished goods even though the absolute amounts received 
by the manufacturers for fabrication and processing did not decrease in 
the slightest. A large part of the fall in the price of manufactured goods 
during recent years has, indeed, been caused by decreases in the prices of 
these raw materials rather than in the prices for fabrication and processing. 
In order to arrive at the latter, it is necessary to deduct material costs along 
with fuel and power from the gross sales value, and thus obtain the values 
added by manufacturing. These are given by the Census for the odd- 
numbered years, and have been interpolated for the even-numbered years 
by methods which are described in a footnote.** This series was then reduced 
to index numbers with 1923-25 as a base, and these were then divided by 
the index of production to obtain an index of the average price received 
by manufacturers per unit of goods fabricated or processed. 

The resulting index can then be compared with one for labor cost per 
unit of output, which in turn is obtained by dividing the index of total 
wages paid out by the index of physical output. Since the denominator in 
doth of these indexes is the same, namely, the index of physical output, it 
follows also that the errors arising from changes in quality or in the amount 
of fabrication which often vitiate price comparisons or comparisons between 
labor costs and wholesale prices, are automatically eliminated. 

With several associates,*? I have been working on this question for some 
ume. In the following table and in Chart IV, these comparisons are shown 
for the nineteen years from 1919 through 1937 for all manufacturing as a 


*Le., 26.3 billions of the 45.8 billions of gross sales value consisted of the cost of raw 
materials, fuel, etc. 

~ This consisted in brief of using the relative gross sales value of manufactured products, 
¢, the relative average prices of manufactured goods (P) multiplied by the relative 
physical output of manufactured goods or (Q) modified by the relative change between 
census _ og in the proportion which the values added by manufacturing formed of this 
gross value, 

~ Chiefly, J. Donald Brumbaugh, Yetta Abend, and H. Gregg Lewis. The complete 
results will shortly be published in a separate study, and will present monthly indexes 
‘or all manufacturing, and yearly indexes for the fifteen major subdivisions of manufacturing. 
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TABLE I a 1S 
A Compa: ne for the Years 1919-37 of (1) Labor Cost are 
per Uni h (2) Value Added per Unit and (3) Amounts at 
Le e Payment of Wages (1923-25 100) Inste 
= ‘ 4. 
Index of Average Ratio of Index dde 
Index f Average Amounts Left per Value Added aoe 
Labor Added per Unit After the Wages years 
Unit i f Output Payment of Wages was | 
(V f 1¢ 
Year max 1933 
1919 17 117 100 been 
1920 167 113 
1921 104 95 iy 
1922 107 107 whicl 
1923 101 99 
1924 93 95 i Ul 
1925 106 106 draw 
1926 5 112 109 ae 
1928 ] 118 117 Ly 
1929 117 116 reseé 
1930 113 112 
1931 ¢ 105 114 n fre 
1932 88 111 
1933 ] 86 117 
1934 85 103 effect 
1936 91 109 a4 
1937 93 101 wen 
stanc 
whole. A third 1 added to the other two. This is the average proUu 
amount left per he value added by manufacturing after wages yn 
were paid. et 
The followin vident from these indexes: ave 
1. That the f 1920 occurred at a time when the prices of the j 
manufacturing increasing very much more rapidly than were the ; 
labor costs, rath posite, which is claimed by the theorists whom char. 
I have mentior t year, the average price received by manu- rectl 
facturers for fa processing was 32 per cent higher than in indi 
1919, although per unit were only 15 per cent more. ente 
2. That reco 1922 despite the fact that in 1921 the ratio in th 
of wage cost pet idded per unit was high since the latter had plan 
fallen by mucht 1921 than the former. 1e 
3. That in 1 bor costs per unit of output were 8 per cent np 
less than during | of 1923-25, the average amounts received if 
by manufactures t of output were actually 6 per cent more. egt 
This rise in the brication and processing in the face of a fall in men 
labor costs is pr ice of a large degree of imperfect competi the 
tion, quasi-m« n poly. The result was to make the amount of t 
left per unit af paid 17 per cent higher than it had been beer 
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in 1923-25. The advent of the Great Depression cannot, therefore, be 
charged to wage costs which were relatively high in comparison with prices. 
Instead, precisely the opposite was the case. 

4, That throughout the course of the depression, the index of value 
added per unit was above that for unit labor costs. Thus, during the four 
vears of 1930-33, inclusive, the relation of the former index to the latter 
was from 11 to 17 per cent higher than it had been during the base years 
of 1923-25, which was after all a period of relatively high prosperity. In 
1933, indeed, the disparity between the two indexes was as great as it had 
been in 1929 at the peak; namely, 17 per cent. 

5. That while this disparity was reduced during the four years of 1933-37 
which followed, the index of unit values added still remained above that 
of unit labor costs. Only by the late summer of 1937 did the former index 
draw abreast of and slightly exceed that for the price of manufacturing 
Services. 

I am ready to grant in this latter instance that it is quite possible the 
present recession may have been aided by an undue increase in wage costs 
in relation to prices, although other factors such as the withdrawal of 
governmentally created purchasing power may have been a much more 
effective cause. But I submit there is no evidence to support this contention 
for the two great depressions which we have experienced during the last 
twenty-five years. On the contrary, these occurred when from the wage-price 
standpoint one would expect conditions to be favorable to the capitalistic 
groups. The manufacturing sector, though it is the most important in our 
economy, may not be sufficiently large to justify complete conclusions but 
the results obviously suggest that the cause for these two great crashes may 
have lain in other difficulties. One of these may have been the failure of 
the incomes of wage earners, farmers, and lower-salaried folk to purchase 
the actual or potential products of mass production industries at the prices 
charged by quasi-monopolistic enterprise. This might have operated di- 
rectly on the consumers goods industries, and it could have also operated 
indirectly on the capital goods industries. For if American mass production 
enterprise was committed to a program of pegging (or increasing) prices 
in the face of falling unit labor costs so that the potential output of existing 
plant could not be taken off the market, what inducement was there towards 
the end of the period for these enterprises to make still heavier investments 
in plant and machinery. 

In closing, therefore, I should like to urge that we practice a greater 
degree of realism in our analysis of the effect of wages both upon invest- 
ment and upon business depressions and that we test abstract theory with 
the cold and hard applications of fact. The material given in the latter part 
of this paper may, therefore, help to correct what some may feel to have 
been an excessive formalism in the earlier part of the analysis. 
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total output or employment. However, a similar generalization is made with 
respect to wage policy. A cut in wages in one industry can increase both 
profits and employment in the industry. Similarly, it is argued, a general 
policy of reduction of wages will lead to an increase in profits and in 
employ ment in the whole economy. 

The parallel warning for this illegitimate generality from a part of the 
economy to the whole has been given by Mr. J. M. Keynes. 

Again speaking very roughly, what Mr. Keynes has pointed out is that 
the costs incurred in the production of any commodity constitute the in- 
comes out of which comes the demand for all the other communities. A 
general reduction of wages would constitute a reduction in costs, in incomes, 
and in demand; so that it could not be depended upon to increase pros- 
perity. This may be called “Keynes’s Law.” Total demand is not inde- 
pendent of total cost. 

The argument that a reduction of money wages will increase employ- 
ment is not often presented in the extremely crude form here indicated. 
It is usually refined and qualified in one of two ways. Sometimes the quali- 
fications are such as to describe independent conditions under which the 
results may be expected to hold, and an attempt will be made below to 
develop a general scheme into which such situations will fit. Such a scheme 
must be built on the fundamental, independent determinates of the level 
of employment, the estimated profitability of investment, the propensity 
to consume, the liquidity-preferences, and the conditions governing the 
supply of money. 

Sometimes the qualifications are such as to describe dependent con- 
comitants which are nothing but logical implications of the desired results. 
One example of this is the argument that a reduction in wages will increase 
output and employment if MV remains the same. This is indisputable, for 
if the same amount of money is spent on goods that are cheaper (because 
wages and costs are lower), then it must be true that it is being used to 
buy a larger quantity of goods. But this is no solution for it merely shifts 
the question to, “Under what condition will MV remain the same?” An- 
other example is the argument that the extent to which a cut in money 
wages will increase employment is governed by the elasticity of demand 
for labor. This may mean the elasticity of demand for labor with respect 
to the real wage or the elasticity of demand for labor with respect to the 
money wage. If the former, the question is begged in one way, since a 
reduction in the real wage is a concomitant of an increase in employment 
with the resultant decline in the marginal productivity of labor. A correct 
translation of the argument is: there will be an increase in employment if 
such increase reduces the marginal productivity of labor. If the latter, the 
question is begged in another and more direct manner, for the elasticity 
of demand for labor with respect to the money wage is nothing but a 
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confined to a simplified case where there is no change in output but only 
a change in the wage rate which, just because it makes demand increase as 
much as cost, prevents any change in output. It is the very last thing, there- 
fore, to be used to show that an increase in output would always be validated 
by a sufficient increase in demand. 

“There is, however, another rule to which Mr. Keynes has drawn atten- 
tion, which is connected with what happens to the relationship between 
total cost and total demand when output increases. This is the rule that as 
people’s real incomes increase they spend on consumption only a part of 
the increase, saving the rest. (The marginal propensity to consume is less 
than unity.) If, as Mr. Keynes usually does, we assume the rate of invest- 
ment as given and determined by factors other than current consumption, 
then this rule directly contradicts the non-tautological Say’s Law that we 
saw was necessary to show that a general increase in output generated its 
own demand. An increase in output will always fail to increase demand by 
as much as cost, because the extra demand is only a part of the extra in- 
come and the extra cost is the whole of the extra income, so that demand 
will fall behind cost as surely as the part is less than the whole. 

We may instead follow Dr. Lange and make the more realistic assump- 
tion that an increase in consumption increases the marginal efficiency of 
investment so that as output of consumption goods increases, there is also 
an increased demand for newly manufactured assets. This would make it 
possible for demand to increase by exactly as much as cost when output 
increased; namely, when the marginal propensity to consume, plus the mar- 
ginal propensity to invest (the increment of investment that resulted from 
the increment of consumption that resulted from one unit increase in in- 
come) were exactly equal to unity. This is not only indefinitely unlikely 
a priori, but from the degree of short-period stability of employment that 
we actually experience it would appear that this sum is definitely less than 
unity. If the marginal propensity to consume plus the marginal propensity 
to invest were equal to unity, there would be no limit to the rate of expan- 
sion or contraction of employment. While if it were at all greater than 
unity any expansion or contraction of output would be of a self-accelerating 
or explosive nature. Fluctuations in employment, like those of the trade 
ycle, might be expected to take several weeks, or perhaps days, instead of 
years, 

What is really implied in Say’s Law is that every individual desire to save 
is in the nature of a desire to buy a newly manufactured asset. Any in- 
crease in income from an increase in output would all be spent either on 
consumption goods or on new investment goods and the increase in de- 
mand would be equal to the increase in costs, including profit, so that no 
losses need be incurred. But in any modern economy where individuals 
can save and use their savings to demand not only new investment goods 
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employment, inflation, dislocation—all the horrors of the real world. 

It might be thought that the tautology could be re-established in all its 
impregnability by simply including money among the commodities and 
then total supply would equal total demand whatever happened to the 
amount of money or its distribution or the desire for it. But this would 
have taken away the basis of the whole concept of ‘‘neutral” money and 
of many a strange mythology about the beauties of a barter economy in 
which money did not exist, or could be ignored, and where there was al- 
ways equilibrium with full employment. As soon, however, as it is recog- 
nized that the significant part of Say’s Law is the real proposition about 
saving and investment and profits and no supply-equals-demand tautology, 
this kind of concern with the non-neutrality of money, as the villain of the 
piece, loses all significance. One can only regret the energy and ingenuity 
that has been spent by people like Dr. Koopmans in developing the rami- 
fications of monetary neutrality. 

Instead of money, one may attempt to introduce labor as one of the items 
in the tautological checkerboard so that unemployment of labor does not 
mean that an increase in output would not create its own demand, but that 
there is a relative oversupply of labor (relatively to commodities). If only 
more commodities were produced, this would increase the demand for 
labor. But this is an even more transparent trick than the one with money. 
It is true that if more commodities were produced there would be more 
employment, but that is not because the products are offered in exchange 
for labor, rather, it is because labor is needed to produce the products. 
And if there were such an increase it would involve losses (because the 
marginal propensity to consume plus the marginal propensity to invest is 
less than unity) and so there would be a return to the old position. One 
cannot get anything out of trying to trick the tautologies. However, we 
must not let them trick us into taking up too much time with them. We 
will, therefore, leave them here and go on to consider how we can apply 
our analysis to the question of the relation of wage policies and price 
policies, 

The first and simplest case to be considered is that which may be called 
the Keynesian special case. Here it is assumed that all prices other than 
wages are perfectly flexible and that the monetary supply is infinitely elastic. 

From the assumption that all prices other than wages are perfectly flex- 
ible, it follows that there can be no unemployment of such factors. All 
those that have a marginal productivity greater than zero are employed be- 
cause their price falls as much as is necessary, relatively to wages, to make 
their employment profitable. The assumption is plausible and in conformity 
with the assumption of rationality of entrepreneurs and capital owners who 
would rather get something for the use of their property then let it be idle, 
while labor has nonrational money-wage demands. 
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of an increase in the desire to hold cash) but does not increase the amount 
of money sufficiently to prevent any rise in the rate of interest. If it did, the 
supply of money would be infinitely elastic. An increase in the desire to 
hold cash will now raise the rate of interest while a decrease in the desire 
to hold cash will lower the rate of interest. 

The level of money wages will now determine not only prices but the 
volume of employment and output. At a lower level of money wages less 
money would be needed, if the output were the same and all prices (in- 
duding prices of assets) were lower in the same proportion as wages, so 
that people would want to hold less money and the rate of interest would 
fall. This would tend to increase investment and real output and employ- 
ment and a new equilibrium would be reached with a lower rate of interest, 
a smaller amount of money, and a larger volume of economic activity (un- 
less there were full employment to begin with, in which case there would 
be an inflation that would restore wages to the original level). It should 
be noted that this is not the reason for arguing that a lower wage must 
involve more employment, if M or MV is the same. M and MV cannot be 
the same unless we assume that there is a deliberate and successful mone- 
tary policy to make it so. On our assumption, M will be less at the lower 
rate of interest if there is any flexibility of the monetary supply at all, and 
V will be less because at a lower rate of interest there is less incentive for 
economizing the use of cash. & af 

If now, with the rate of interest flexible we assume the wage rate also 
flexible, we get a tendency toward full employment. As wages and all 
prices fall there is a decline in the need for cash to fulfill all the purposes 
for which it was previously held. This will lead to a fall in the rate of 
interest (unless it is offset by an increase in liquidity-preference on account 
of an anticipated fall in prices or output). The lower rate of interest will 
increase the rate of investment (unless the schedule of the marginal efh- 
ciency of investment has declined because of expectations of a fall in prices 
or output) and this will lead to an increase in the output of consumption 
goods (unless prospects of bad times or falling prices have weakened the 
propensity to consume). If all the hurdles are crossed, wages keep on fall- 
ing until full employment is reached. It is important to note that the reduc- 
tion in the rate of interest is what does the trick and to remember that if 
the rate of interest is reduced directly, instead of by means of falling wages, 
the obstacles mentioned, which may be proof against any subsequent further 
fall in the rate of interest, will not have occasion to arise. 

Analytically, there is no difference between wages and the price of any 
other factor of production. The four cases we have examined so far might 
be repeated with wages perfectly flexible throughout and, say, rents play- 
ing the part that we have attributed to wages. If rents were fixed in money, 
and wages, as well as all other prices, were perfectly flexible, the level of 
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fcations made above the rate of interest determines the volume of em- 
loyment of land-cum-labor. How the employment will be divided be- 
tween land and labor depends upon their relative prices and that is 
indeterminate except in so far as this is given by some lag in adjustment 
while prices are perpetually falling. 

If we now allow the rate of interest to be flexible, we see that wages 
and rents determine both prices and output. At lower wages and rents 
the ratio between them unchanged, all prices will be lower, less cash will 
be needed, and there will be a lower rate of interest and a greater volume 
of activity (unless there was full employment to begin with, in which case 
there will result an inflation which restores wages and rents and all other 
prices to the original level). 

If, with a flexible interest rate, wages and rents are plastic, then there 
is the same tendency toward full employment (of both land and labor), 
as stated above, with the same possible obstacles that can be avoided in the 
same way; namely, by reducing the rate of interest directly via an increase 
in the supply schedule of money, instead of indirectly, via reduction in 
wages, rents, and prices. 

We have now examined a simplified set of eight different cases con- 
sisting of the combinations of a rigid and a flexible interest rate with one 
factor price fixed, one factor price plastic, two factor prices fixed, and two 
factor prices plastic, all other prices considered to be perfectly flexible. These 
simple tools enable us to see the effects and the mechanism of the effects of 
absolute and relative changes in factor prices. We can use them for analyzing 
more complex and more realistic cases if we remember that the results we 
get about the relative prices of land and labor are just as applicable to any 
pair of prices—prices of different kinds of land, capital goods or services, or 
prices of different kinds or grades of labor. Even the prices of products can 
be treated in the same way. In so far as products are used in the production 
of further products they are factors and in so far as rigidity of their price 
relatively to other prices limits the demand for them and so for the factors 
used in making them, the repercussions on the economy as a whole are just 
as if these factors had rigid prices (apart from the effects due to the different 
distribution of the receipts from the sale of the rigidly priced product). It 
may sometimes be convenient to fit such a case into our framework by sup- 
posing the rigidity in the product-price to be due to the incorporation of a 
fictitious rigidly priced factor, supplied by the entrepreneur at the stage of 
production where the factor in question emerges. 

We may conclude by stating as examples some of the more obvious results 
we can get out of our scheme that have some bearing on wage and price 
policies. 

A policy of general cost reduction amounts to nothing but an inconvenient 
and roundabout attempt at lowering the rate of interest when that can be 
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factor price should be lowered to which the marginal efficiency schedule of 
investment and the marginal propensity to consume are most responsive. A 
conspicuous case of this would be the wages in the building trades, a reduc- 
tion of which would so much increase the marginal efficiency of investment 
in housing as to swamp any of the offsetting influences. Examples of a price 
reduction that could considerably increase the propensity to consume seem 
to be more difficult to think of. 

But even in such “ideal” cases as the building trades example, we should 
be careful to remember that it is only the relative reduction in this wage that 
is significant, and if it is easier to raise other wages instead this will do the 
trick just as well as long as monetary policy can maintain the same rate of 
interest; i.e., as long as the amount of money can be increased so as to satisfy 
the greater demand for cash at the higher level of prices. 

Finally it should be noted that in many instances the adjustment of relative 
prices is most easily and automatically obtained as a by-product of the more 
straightforward attempt to increase economic activity by operating on the 
ultimate determinants; 1.e., lowering the rate of interest by an easy money 
policy, raising the marginal efficiency schedule of investment by public works 
and subsidies, and increasing the propensity to consume by redistribution of 
income from savers to spenders. 

By this means the prices that would be relatively higher are pulled up by 
increased demand—which is what is wanted—rather than their being pushed 
up by price policies. In some cases—like our building trades example—a 
general expansion may pull up the prices that ought to stay down if there is 
to be a better use of resources, and it is desirable to discourage these prices 
from going up or to force them down. But even here we cannot escape from 
the same fundamental criteria—the ultimate determinants of the level of 
economic activity. All policies of general or particular, of absolute or relative 
prices of factors or of products can be decided only in the light of the effects 
on the rate of interest, the marginal efficiency schedule of investment, and 
the propensity to consume. 
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sidering the enormous excess reserves of the banks, the low level of short- 
term interest rates, and the strong market for good bonds, this point need 
not be labored. To be sure, the reserve requirements of the banks had been 
increased twice in order to put the Federal reserve system in a better position 
to control a possible boom. But even immediately after these actions the 
margin of excess reserves was far greater than it ever was before 1932. 
Complaints of conservative lending policies on the part of the banks were 
heard, but certainly no more in 1937 than during the course of the preceding 
upswing of 1934-36. In this connection it is significant that the total amount 
of industrial loans applied for in 1936 was only at the twelve Federal Re- 
serve Banks 36 million dollars. 

Second, the slump was not due to overstraining of the capacity of industry, 
or a shortage of labor. Unemployment was still high, though in comparing 
the crude estimates which pass for statistics with the still cruder ones relat- 
ing to previous depressions, allowance must be made for the fact that unem- 
ployment has been made more attractive than it ever was before. This has 
probably brought into the lists of the nominally unemployed thousands of 
persons who would not seek or would not be able to find steady employment, 
even in a period of high prosperity. There was still abundant railroad ca- 
pacity, and there were no conspicuous bottlenecks in industry. 

Third, there is no reason to believe that the slump was planned or de- 
liberately promoted. The accusation that it was engineered to discredit the 
New Deal has no a priori plausibility, seeing that the slump did not occur 
juring an election campaign, but in the first year of a presidential four-year 
term. This would certainly be an extraordinary time to engineer a slump in 
order to discredit the policies of the administration, if any one were so 
foolish as to use this method of influencing public opinion. 

Moreover, the incentive, though doubtless it would be considered genuine, 
is insufficient. The basic objection of capitalists toward the New Deal rests 
on taxation policies and on the real or anticipated effects of New Deal poli- 
cies on corporation profits. And this slump, like all previous ones, has cut 
into profits more than into any other form of income. It has not cut taxes nor 
is it likely to do so. To destroy profits without bringing any relief from 
taxation would be as fine an example of cutting off the nose to spite the face 
as could be imagined. Moreover, nothing, unless it was a war, could do more 
to bring about a further extension of government control than a recurrence 
of depression. A priori, in fact, it would be more plausible to expect a left- 
wing political party to stimulate a slump in order to discredit private enter- 
prise, crystallize emergency measures into permanent policies, and hasten 
the coming of a more highly centralized and socialized industrial order. But 
I have no suspicion that anybody has been guilty of such tactics. 

Fourth, I do not believe we can explain the slump adequately by any gen- 
etal lack of confidence in the future of investments in this country which 
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mand for capital for this purpose is insatiable until costs have been reduced 
to zero. 

So much for the negative argument. Our next step must be to list other 
plausible reasons which cannot be waived aside in such summary fashion as 
the five just discussed, and see what they amount to. The ones that are worth 
examination seem to me to be the following: cessation of deficit financing; 
uncertainties generated by war scares; taxes, particularly the undistributed 
profits taxes and the high surtaxes; costs, especially labor conditions; and 
inventory conditions. 

First as to the cessation of deficit financing: I shall not discuss this in 
detail because I do not think that it is logically a part of the problem, except 
in a negative way. If national income is prevented from declining only by 
the existence of a government deficit and does decline when government 
financing stops, the phenomenon to be explained is why the national income 
loes not maintain itself without this artificial aid. To say that a slump ensues 
because the government stops putting excess income into circulation by deficit 
financing is like saying that the cause of a man’s death is the lack of medicine. 
So long as the recipients of income and of amortization funds spend or 


non which we are trying to explain is the widespread failure of such ex- 
penditure and reinvestment which presented the alternatives of either a de- 
lining national income or a continuation of deficit financing. 

Let us consider next the war scare. The recovery of business activity in 
Europe since 1935 has almost everywhere had the character of an arma- 


ing through stupendous plans of rearmament; it is also true of such coun- 
tries as Sweden and the United States where domestic rearmament has been 
a minor factor, but exports have been stimulated by the armament booms of 
ther countries. Considering the tremendous profits which neutrals made 
during the early years of the World War and the way in which productive 
activity has been stimulated in recent years by the war purchases of Ger- 
any, Japan, and Great Britain, it may seem anomolous to classify war 
scares as among the plausible causes of the depression. But the effects of war 
n economic activity are exceedingly complex, and successive stages in the 
development of international tensions and wars involve different effects on 
the economies, both of the participating countries and the prospective or 
actual neutrals. 

In the earliest stages of the development of international strain, as the 
strain was manifested in the beginning of the rearmament program, the 
ettect was clearly favorable to expenditure and income formation, both in 
the countries which participated in the movement and in those which did 
not. Likewise the early stages of actual large-scale military activity would 
probably be a powerful stimulus to activity in the neutral countries, and of 
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ing incomes over a period of years, has largely destroyed the incentive for 
wealthy individuals to invest in enterprises involving any considerable de- 
oree of risk. A highly safe investment with a low yield has been made far 
more attractive than an investment which involves considerable prospective 
loss with a corresponding prospect of large gains. If the large gains are 
realized, the Treasury takes them; if the losses are realized they fall on the 
investor. Consequently, we have had a strong market for high-grade re- 
funding bonds and a weak market for equity securities, especially those 
issued for purposes of expansion rather than for reducing costs in well- 
established profitable enterprises. 

It is well known that the revival of 1935-37 centered to an extraordinary 
degree in the consumption goods industries. In fact the production of non- 
agricultural consumption goods probably was pretty well up to the capacity 
of the existing plant and equipment of those industries. The whole policy of 
the government with respect to wages, relief, housing, public works, and 
taxation tended to increase the proportion of income going to the lower 
third of the population. From the standpoint of the immediate effect on 
the standard of living and the immediate want-satisfying capacity of the 
country, this has been a gain. Correspondingly it is a loss from the stand- 
point of the future, if our reliance for progress is still to be placed on the 
formation of capital through individual saving. The extremely heavy sur- 
tax on large incomes would be unassailable, from the standpoint of the 
economic welfare of the population, if these large incomes were merely 
a means of enabling their recipients to indulge in luxury consumption. But 
these large incomes, along with the undistributed profits of corporations, 
have been the principal source of funds used to finance the steady increase 
in the productive capacity of the country. And this increase of productive 
wealth was an essential factor in the extraordinary rise in the real incomes 
of all classes of the population in the century following the close of the 
Napoleonic wars. As to consumed income, equality is extremely important; 
as to invested capital, the size of the total is much more important than the 
distribution of ownership. Invested capital works for everybody, not just for 
the owners. A poor man is about as well off riding on railroads owned 
by rich men as on one owned by poor men, and vastly better off than he is 
walking. What the government is doing, by heavy surtaxes, is diverting 
funds from potential investment through the Treasury into the consump- 
tion stream, without providing a substitute to replace them in the capital 
goods market, except for its own investments in public works, largely of a 

meagerly productive character. 

Nevertheless I do not believe that this is an important factor explaining 
the slump of 1936-37. For one thing the contrast between conditions dur- 
ing the slump and conditions immediately preceding and following the 
slump was not great enough. The surtax rates were unchanged, and the 
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virtual abandon: rogram of undistributed profits taxation does 
not seem to iit tion of the timing of the slump and the 
recovery. More: major factor it should have shown itself 
in a greater scat t funds and weaker stock markets than 
we had early in n 1938. It may help to explain, however, 
the apparent sen *hgrade bond market to comparatively 
small sales of g y banks concerning which I shall com. 
ment later. 

The third fact rise of the costs of industrial production. 
This was due, as 1as pointed out in his recent book, Fuli 
Recovery or Stas overnmental price policies beginning with 
the NRA, partly tice policies, partly to labor policies, and 
in the case of re tion to the high costs of borrowing. From 
the standpoint « g industry the cost of production breaks 
down chiefly int und the prices of raw materials. Raw 
material prices ha n sensitive prices, and tend to advance 
in periods of ex] ictivity. In so far as such increases reflect 
the competitive | ry under the influence of expanding vol- 
ume and rising {| not seriously restrictive. They constitute 
the normal proce ribution of a rising total money income. In- 
creasingly, howe rs, basic nonagricultural raw materials 
have fallen under ntrol, and some of these monopolies seem 
to overbid their | g up prices and holding down production 
whenever deman xin to improve. And in the case of agri- 
cultural raw mate of such monopolistic power has been 
compensated by tl rect governmental effort. 

Still more imp loment, so far as the downturn of 1937 
was concerned, v nent of acute strains in the labor market 
The rise of the ¢ f sit-down strikes in the winter of 1936- 
37, and the laxity yovernments in the protection of property 
and of the right t participants in these disturbances, couplec 
with the obvious! le of the federal administration toward 
the labor side in were highly discouraging to_enterprise 
The situation has rs that we have had a disproportionatel 
large number of the status of employed labor, and a dis- 
proportionate nun | people seeking to become employers 
This is what unen and it is perhaps the most obvious char- 
acteristic of a peri In a boom period the opposite situation 
prevails—the em] regarded lightly, there is a high supply 
of entrepreneurshi relatively scarce. What in essence we 
have been doing u Deal is to try to remedy this relative short- 
age of entreprene rabundance of employee capacity by doing 
everything within vernment to make the position of the 
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employee more attractive and that of the employer less attractive. This is 
true of taxation, as was just pointed out, it is true of the whole range of 
abor legislation, including the Social Security Act, the wage and hour legis- 
ation, the handling of the railroad issue, and so on through the list. 
Adverse critics will doubtless advance a serious objection to this line of 
:rgument. How can labor costs be higher than the level of income justifies, 
ince all these costs enter into the income which is available to buy the out- 
out of industry? Do not high wages create the purchasing power to buy the 
ds whose costs are raised by the high wages? For that matter, is not 
e same thing true of interest rates, of taxes, and of monopoly profits? If 
the recipients spend their incomes, effective purchasing power is equal to 
t; if they do not spend their incomes, effective purchasing power is in- 
adequate, no matter whether the level of costs is high or low. 
Opponents of the purchasing power theory of high wages must admit, 
f course, that a high level of wages, if the wages are paid, provides the 
surchasing power to pay the prices that are necessary to cover the wage 
costs. This does not mean that rising wages contribute anything to recovery 
providing purchasing power. For it is equally true that low wages provide 
the necessary income to cover the low costs. When wages are increased 


f which they can come; first, normal profit, and second, the windfall 
profits of monetary expansion. Either way the new situation is certainly no 
more favorable to investment than the old one. 

As was said before with regard to raw material prices, an increase of 
ges which results from competition of employers under the stimulus of 
rising volume and rising profits is merely a redistribution of rising total 
income between profit takers and laborers. It is generally assumed that 
h a redistribution is favorable to expansion because laborers spend their 
incomes more quickly than do entrepreneurs. This is not true in all stages 
f the business cycle, and even when it is true it is not the only relevant 
asideration. A shift from profits to wages may increase the propensity 
nsume and thus expand prospective markets, but it also reduces the 


ploit that prospective market. Moreover, once a period of expansion is 

nder way, a propensity to hoard ceases to prevail among people with large 

mes, the velocity of turnover of their balances rises, and there is no 

nger any reason to assume that funds shifted from profit to wages will 
have a higher income velocity as a result. 

The case we have to deal with, however, is not one of wages being drawn 
up by the increased value of labor to the employer, but being forced up 
by monopolistic pressure with governmental support. With a national in- 
come 15 per cent lower than in 1929, hourly wages in factories averaged 

per cent higher than in 1929. Of this 20 per cent, 16 per cent is ac- 
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ets absorbing the loss out of their personal incomes so long as their re- 
sources held out. These are industries in which the volume of production is 
inelastic, the prices of entrepreneurs’ services elastic. But manufacturing in- 
dustry, especially that fraction of manufacture which caters to the capital 
goods industry, is characterized by elasticity of production. The added bur- 
den of costs which was thrown upon it in the winter of 1936-37 was too 
ereat to be absorbed in the hope that after a series of repercussions the 
added volume of purchasing power would generate corresponding ex- 
pansions in other sectors of industry, and thereby validate itself. The 
immediate outcome was determined by the anticipations of entrepreneurs 
and investors, but economic analysis affords no basis for saying that these 
aticipations were not rational. 

Finally as to inventory conditions. My first thought was to ignore this 
item on the ground that the expansion or contraction of inventories is a 

part of the phenomenon which we are trying to explain, rather than an 
exp lanation. This would be correct if the inventory slump had consisted 
merely in the liquidation of stocks that had not been subject to cyclical 
overexpansion. When we consider, however, the magnitude of the expan- 
sion of inventories which appears to have occurred in 1936 and the first 
half of 1937, estimated at the unprecedented figure of 5 billion dollars, 
we are justified, I think, in saying that during the upswing period inven- 
tories had been built up so far beyond the normal needs of business that 
correction of the position of itself involved a sizable setback in productive 
activity. Had the inventories been accumulated merely on the basis of an 
expanding volume of business activity their liquidation would explain noth- 
ing—we would still have to inquire why the anticipated volume of produc- 
tive activity did not materialize. But the expansion was based in large part 
on the abnormal factors which have already been discussed; that is, price 
advances and anticipated price advances due to the war scare and particu- 
larly to the condition of the labor market. With the cessation of the acute 
pressure for higher labor costs the price incentive to maintain these ex- 
panded inventories fizzled out, and the correction of the speculative in- 
ventory position must have been an important factor in determining the 
lagnitude of the slump. 

W hile I’ was writing this paper my attention was called to Professor 
Hansen’s new book, Full Recovery or Stagnation. Professor Hansen’s treat- 
ment of the subject is more mature than anything I could hope to do with 
the time at my disposal for the preparation of this paper; it seems to me to 
be one of the very best things which has been done on the whole subject 
of business fluctuations. There are two points, however, in regard to which 
it seems worth while to register a dissent. The first of these points is Pro- 
fessor Hansen’s suggestion that the unloading of bonds by banks, conse- 
quent on an expansion of demand for commercial loans, operates, or oper- 
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with a resultant tendency to choke off the expansion. I do not see how 

e can avoid this sort of dilemma except either by having the banks hold 

i a large unused lending capacity in the form of excess reserves—and cer- 

ly they had that in 1937 far more than in any previous expansion move- 

ment at—or else by depending on the unutilized capacity of the Federal Re- 

e Banks to finance the expansion. That is what central banks are for. 

ut spores there was no credit pinch in 1937 which could be attributed 
to scarcity of Federal reserve credit or stinginess in dispensing it. 

The fact is that in past recoveries we have never depended primarily on 
bank expansion to finance capital expansion. Banks -have been the inter- 
mediaries financing underwriting and the turnover of old securities, but 
not the chief source or principal secondary source of capital. The thing 
to be explained in this case is why the capital of private investors was not 

rthcoming; why such a slight liquidation of bonds on the part of banks 
produced so pronounced an effect on the bond market. For an explanation 
| think we have to look to the dissipation of corporation surplus, the shrink- 
age of large incomes which afford room for savings, and the fact that our 
taxation policy is adverse to the functioning of the investor—much more 
adverse than it is to the functioning of the corporation executive. 

“My second disagreement is with Professor Hansen’s analysis of the dif- 
ference between the reactions which may be expected to follow a consump- 
tion boom and an investment boom. He stresses the fact that in this last 
recovery, unlike previous ones, the stimulus came from the side of con- 
sumption, stimulated by governmental policies which culminated in the 
soldiers bonus of 1936. He argues that such investment as took place was 
closely geared to consumption, so that when consumption fell off, invest- 
ment followed more promptly than if it had been directed to a more distant 
future. While he has serious reservations as to the importance of the ac- 

leration principle in general, he seems to believe that in the case of an 
investment boom which is geared closely to consumption, any reaction in 
‘onsumption is especially likely to lead to a greater reaction in investment, 
slong the lines of the acceleration theory. 

s point does not seem to me to be well taken. To say that the expan- 

n in investment is geared closely to an expansion in consumption means, 
[ presume, that the expansion in investment was primarily in the accumu- 

n in the stock of consumer goods and of raw materials and half-finished 
products, rather than in the building of machines to make machines, facili- 
for transportation, power equipment, and so on, which looked to the 
atisfaction of consumers’ demand only in the fairly remote future. Now, 
s true that an expansion of investment which is geared closely to the 
“xpansion of consumer demand arising from an outside factor may be ex- 
pected to react more promptly to a downturn of consumption than would 
in investment boom of the familiar type—more promptly, but not more 
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FISCAL POLICY IN THE BUSINESS CYCLE 


By GUNNAR MyRDAL 
University of Stockholm 


Underbalancing the budget during a depression is not primarily a de- 
liberate policy but a practical necessity. I would venture the statement that, 
with few exceptions, a budget never is, and never has been balanced in a 
depression. Depression, in modern society, causes a fall in all sorts of public 
income—rates of taxation remaining the same—and at the same time a rise 
in the bulk of public expenditure, especially for social purposes, standards 
of welfare policy remaining unchanged. The traditional, conservative reac- 
tion of the fiscal system to these influences by business on the budget is, 
as we all know, to raise the public income by increasing the rates of taxation, 
and at the same time to reduce expenditures as far as possible by lowering 
the standards of public activity. If the depression is at all serious, these 
measures for trying to make the two ends meet will, however, not suffice. 
The budget will not be balanced in the strict theoretical sense. That does 
not mean, however, that the budget cannot be presented as properly bal- 
anced. In fact, a very large part of the intricate art of budgetary technique 
in all countries was, and is even now, directed toward that task. And much 
of the irrational complexity of our budgetary systems is due to these attempts 
to present balanced budgets even when they are not balanced. Any budget 
has ample possibilities of concealed deficits in all its corners: hidden re- 
serves which can be mobilized, incomes which can be accounted to an earlier 
year, costs which can be formally postponed without implying a real saving 
(e.g., payments due to pension funds and the like). It is this play with 
fictitious economies, branched out into all items of the budget to conceal 
an actual deficit from the general public and sometimes, also, from the 
legislators, which makes an economist feel so hopeless in dealing with 
budgetary matters. The same damage to clarity and rationality in budgeting 
is presented by the corresponding attempts in good times to conceal an 
actual overbalancing of the budget by strengthening it in all its corners— 
which is also part of traditional “sound” budgetary policy. 

The depression following the crisis of 1929 turned out to be so serious 
that even in the most respectable fiscal households the deficits could not be 
concealed by budgetary tricks of the traditional type. Furthermore, during 
this depression an almost world-wide deliberate fiscal deficit policy, moti- 
vated by the effects of the budget on the business situation, has been pro- 
posed and to some extent put in effect. 

In most countries, including Sweden (which has served as the laboratory 
in working out certain of the conclusions which I shall present at a later 
stage of this paper), this policy was carried out only half-heartedly. Public 
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works were gene! te; they were not prepared in advance and 
were, for this r rcely aimed at the works which should 
have been select for if a rational choice had been made. They 
were also usual ler scope than would have been desirable. 
In countries wl linarily carries on large productive enter. 
prises it turned ficult to induce the management of these 
public enterpris with the general business trend, but to 
increase public private investment was shrinking. No 
country, so far lared to carry out the expansionist policy 
even on the in budget by actually decreasing taxation. On 
the contrary, tay lly raised, even such taxation on consump- 
tion and busin n to have deflationary effects. Monetary 
policy and trad ry often not regulated to conform to the 
expansionist ol | policy. But in spite of these and other 
shortcomings, a licy has been inaugurated by which the old 
concealed-sin d ring depressions not only achieved much 
greater magnitu licly confessed and actually turned into a 
virtue 

I will not st | nomic theory in back of this new ex- 
pansionist fiscal | to make a few remarks in passing. It seems 


to me that ver has been oversimplified by contrasting 
borrowing with rlecting a detailed discussion of the very 
different varieti | There are, however, taxes having effects 
more comparab! than to other kinds of taxes. Even on the 
expenditure sid | discussion of the different effects of vari- 
ous expenditur nstead of the broad statements commonly 
utilized in monet Id like further to point out that the que 
tion which has | sed, particularly in this country, whether 
deficit spending | ng effects and whether it, therefore, can be 
utilized as a start be safely discontinued, has a very different 
impact dependi1 he general trend of production and national 
income is unbrol istance in Sweden, or broken as in America; 
i.e., if we are d lepression in the sense of a temporary setback 
or W ith a pr lon: 

Business stag pecific maladjustments in the structure of 
the economy and for perhaps radical changes in the whole 
institutional frat nomy. To my mind, it is an understate- 
ment detrimental larger adjustment problem when this prob- 
lem is dealt witl tic terms of business cycle policy. We are 
then apt to try t tomatic cures for the needed prophylactic 
treatment. The 1 ked from fiscai policy in such a situation 
is that it procure breathing space for reforms attacking the 
deeper causes of t. The effect of deficit spending on the in- 
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crease in private investment will naturally be much weakened if not re- 
versed during a stagnation in which business confidence in the future is at 
2 low point. Or to state it more specifically: If we are dealing with a pre- 
dominantly capitalistic economy like America, where, in addition, public 
economic activity is by tradition very narrowly restricted, and public spend- 
ing in profitable investment particularly limited; if, furthermore, that 
economy is experiencing an economic stagnation with business fluctuating 
around a trend of production reaching only two-thirds or perhaps one-half 
of its potential capacity; if, in such a situation, deficit spending, frustrated 
and driven into the very narrow channels remaining open to it, is utilized 
to uphold national consumption (and production) but the more funda- 
mental causes of maladjustment are mainly left unattacked; then we should 
not be surprised if a decrease of public spending is immediately followed by 
anew downward turn. 

In the following I am postulating that the trend of economic develop- 
iment is unbroken and that depressions are only temporary setbacks in a 
rising trend of production and national income. This assumption means that 
my conclusions are not directly applicable to the present situation in 
America. They will, however, have full bearing on the fiscal system set 
up as a standard to be realized within a better balanced economic develop- 
ment. 

Without going further into the theory of business cycle policy, which 
is being dealt with at this meeting by other speakers, I take it for granted 
in the following argument that the general economic reasons for deficit 
spending during depressions are admittedly good. In addition to the com- 
mon monetary argument of increasing total demand, there are also im- 
portant, purely fiscal reasons for concentrating public expenditure in the 
years when costs are low, and for keeping tax rates at least constant if not 
decreasing them during depression years. 

As I pointed out, the actual realization of this new fiscal policy showed 
serious shortcomings. In Sweden—where the depression turned into a 
revival as early as 1933 and where, since 1935, we have had a real boom 
bringing industrial production 50 per cent higher than the peak in 1929, 
which, in its turn, was 50 per cent above the peak of 1920—we have, dur- 
ing the last years, been reshaping our fiscal policy in order to avoid these 
shortcomings the next time. Part of this fiscal preparation for crisis has 
been to take precautions in order to avoid delay in setting the spending 
program in motion. An intensive inventory of possible public works in the 
field of public buildings, road construction, and municipal investments has 
thus been prepared. A general program for social housing has been worked 
out in some detail. The state production enterprises—tailroads, power 
plants, post office system, mines, forest preserves, etc.—are urged to pre- 
pare yearly building programs for ten years in advance. They are asked 
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, matter of the development in the long run. In principle there cannot exist 
any contradiction between the two postulated desiderata. Any degree of 
{nancial soundness in the long run is compatible with any amount of. flexi- 
bility of the fiscal policy from year to year. 

One of the obvious shortcomings of deficit spending during the last de- 
pression was, however, the adverse reaction of business confidence, which 
has too often restricted or even possibly reversed its stimulating effects. In 
itself it might seem astonishing that business is apt to react in this way. 


; of In a depression with falling demand, decreasing production, and increasing 
the J unemployment, there is temporarily a harmony of interests in society. Farm- 
hat ets, workers, businessmen—all should be interested in keeping up incomes, 
lary purchasing power, demand, production, employment, and prices. 
me If business, and public opinion more broadly, is afraid of a deficit 
mic #@ spending program it must be because people fear a less sound trend of 
ons financial development in the long run. Could we, therefore, make some 
ime J sort of arrangement giving guarantees for a corresponding overbalancing of 
sin J the budgets in good times, the public confidence should be satisfied. 
licy That would mean that the budget reaction to changes in business activity 
sin #@ should be built on a fixed pattern, regulating deficits and surpluses in budget 
balancing. It must be admitted that the general public is quite right in feel- 
ess J ing its confidence disturbed by rapid, unregularized changes within the field 
scal J of budget policy, or, to state it in another way, by a fiscal policy which is 
vith i not integrated and regularized into a system of long-range budget planning, 
id.” but instead constitutes a break with acknowledged budgetary principles. We 
old, must, therefore, not only make a virtue of the sins but also incorporate them 
‘on- # in the regular fiscal system in order to avoid the adverse confidence reaction. 
net The chief technical problem of fiscal policy in the business cycle is, there- 
sute J fore, to design formulas for public finance which, as part of the regular 
the # system, make room for deficit spending during depressions by securing the 
ness J building up of corresponding surpluses in good years. 
iscal When insisting on the construction of a more rigid pattern of budget 
sys- reaction to the business cycle of this sort, my argument is, however, not 
not # only the interest of realizing the chosen degree of soundness in public 
finances and the interest of preserving public confidence in the fiscal system. 
ntal My conclusion from our practical experiences in Sweden, and from what I 
£e0- know of experiences gathered in other countries, is also that fiscal policy 
mic J is rather a clumsy instrument in crisis policy when utilized as the mobile 
de @@ factor in fighting against depressive forces which change from month to 
“a month and from week to week. The most we can righteously request from 
be- 


iscal policy is that it shall in a general and rather rigid way be adjusted to 
react contrary to the cyclical movements; it is certainly not a good instrument 
for taking care of the more individualized and concrete troubles of the day 
or the month. Other means must be found for dealing with them. But this 
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importance to the question of the applicability elsewhere of our new budget 
technique: after the severe depression Sweden enjoyed a real boom; this 
unbroken trend of economic development which gives us the right to deal 
with depressions as temporary setbacks also made it possible for us to 
redeem rapidly the extraordinary borrowing of the depression years. This, 
of course, was a more important factor in turning public confidence to mod- 
ern rational budget principles than whole libraries of books. 

We accepted as a start the time-honored idea that the formula for the 
soundness of public finance should even in future be to preserve intact the 
present net value of the state’s income earning assets, over and above na- 
tional cebt. 

We have even accepted—with certain adjustments to be discussed im- 
mediately—the equally time-honored financing principle that only profit- 
able, self-liquidating investments could ordinarily be financed out of loans. 
This financing principle demarcates the capital investment budget. We now 
completely separated this capital investment budget from the running 
budget. In order to make this distinction clear we said that these two budgets 
should not hereafter be added together to make total budget sums. There 
is, indeed, no rational reason for adding together these two budgets; a 
private entrepreneur or an individual family household would never think 
of adding together its corresponding accounts. 

The running budget contains, on the one hand, receipts from taxation, 
the yearly profits from productive state enterprises and other yearly state 
incomes, and, on the other side of the ledger, all sorts of ordinary expendi- 
tures which are not of the investment type, plus the writing off of the “‘pro- 
ductive” investment. The capital investment budget, on the other hand, is 
regularly financed by borrowed money—in so far as free capital out of 
sinking funds in the different ‘‘productive enterprises” is not available; i.e., 
in so far as the state is increasing investment over normal reinvestment. 
The existence of a separate capital investment budget means, in itself, 
a considerable amount of regularized flexibility of fiscal policy within the 
business cycle. On the one hand, the state is free during depressions to 
expand its investments under this capital investment budget without increas- 
ing taxation at the same time. On the other hand, the yearly subtractions 
ation J from the net profits earned by these investments for payments to the sink- 
‘ty SM ing funds mean the carrying out of an exact 'ong-time balance. As the pay- 
est is J ments to sinking funds are made automatically and according to technical 
theit # considerations, this long-time balancing is ordinarily to be considered 
| well guaranteed. There has never been any doubt as to the permissibility 
will of financing profitable investment in railroads, power plants, public utili- 
' Sy° B® ties, etc., by loans. Financing them by taxation would rather have been 
ecial J considered an unnecessary burdening of the taxpayer. 

as ol It is obvious that the greater the proportion of a nation’s productive and 
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gram to this capital investment budget in which yearly balancing is not 
a problem, and in which the long-run balancing of incomes and expendi- 
tures is automatically guaranteed by the technical depreciation rules. The 
state, through another state business corporation, makes loans on strictly 
business terms to communities and local nonprofit-making corporations and 
finances those loans from the capital investment budget. The very substan- 
tial housing subsidies from the state are kept distinctly separate; they are 
given in the form of yearly contributions from the running budget to the 
various local projects. 

Nothing stands in the way of transferring the financing of the entire 
upkeep and construction of roads to another state business corporation. 
The taxes on automobile traffic are even now reserved for this purpose; 
these taxes, of course, flow most abundantly during boom years while the 
building work ought to be concentrated in the depression years. A better 
timing of investment would, however, be possible by turning over these 
automobile taxes to a corporation as a regular and guaranteed source of 
income. If it had these regular incomes this corporation would be able to 
finance the investment expenditures for new roads building from the capi- 
tal investment budget. A technically appropriate amount of its yearly income 
has then to be paid into sinking funds for the depreciation of road capital. 

But even with such important changes in the scope of the capital in- 
vestment budget—which is the best form for an automatic budget struc- 
ture securing long-range balancing while preserving flexibility from year 
to year—this capital investment budget will nevertheless be comparatively 
small. There is, therefore, need for still more flexibility. The method utilized 
in Sweden during the earlier depression was the usual one: first to conceal 
the deficit by exhausting certain funds and later when that was no longer 
possible, to single out certain large items from the ordinary budget—all 
sorts of unemployment relief, public works of “‘unproductive” character, and 
agricultural subsidies—and finance them not out of taxes but by loans. 
We had, in other words, an emergency budget. 

This method is, however, far from ideal. It is irregular; it breaks the 
budget principles and the budget unity. It further opens the door for cergain 
very irrational influences upon fiscal policy. The minister of finance will, in 
spite of the extraordinary borrowing for the emergency items, find himself 
compelled to be most economical on the remainder of the running budget, 
at the same time as he must take pride in spending on the particular items 
selected for the extraordinary loan financing. He will further be hindered 
from decreasing deflationary taxation. 

As the distinction between running budget and capital investment budget 
must be kept fixed and cannot be changed for temporary reasons of expe- 
diency, the rational solution must be to give up the old principle that the 
budget shall be balanced yearly and to make it a rule that the yearly budget 
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from bad years to be repaid during good years as the normal course of 
events, we have followed the pattern of the last depression. We have 
thought this to be more advantageous, as there is then no limit to the 
underbalancing during bad years. If we had constituted a positive fund 
it is to be expected that it would perhaps be exhausted in the very bottom 
of a depression, and that a further underbalancing could then (because 
of that), in a sensitive moment, create bad confidence reactions. It seemed 
better, therefore, to make a negative fund the normal thing right from the 
beginning. We thought, also, that the necessity of the repayment of accumu- 
lated deficits would be a stronger force toward consolidation during good 
years than merely the desirability of again building a fund which had been 
exhausted, 

It may be asked: how shall it be ascertained that there is a depression 
and that a deficit is to be permitted? We have not correlated the working 
of the system to any specific index of employment or production. On the 
whole it is not very difficult to know when there is a depression, especially 
as Sweden obviously reacts to international crisis with a certain time lag. 
It is, of course, a harder test of economic knowledge and financial character 
to acknowledge that there is a revival and, therefore, when measures should 
be taken to strengthen the budget. It is actually in order to build up the 
character and courage of administrators that the use of the budget system is 
proposed to correct the accumulated sins of concealed deficits. 

Finally, the point might be raised against this structure of fiscal reaction to 
various fluctuations, that it assumes normal business cycles with good times 
alternating the bad ones. It may be maintained that the system does not 
work if the trend should be broken into an economic stagnation interrupted 
by very short and weak revivals. The answer is that no financial system, 
and no political system, will long sustain such a development. Economic 
stagnation calls for perhaps radical changes of the whole institutional struc- 
ture of an economy, including, of course, its fiscal system, but this reform 
cannot be carried out simply by fiscal policy. The budgetary system does, 
however, not exclude underbalancing for any number of years. The only 
effect will be that the deficits on the ordinary budget will then cumulate 
into huge sums. 
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\PPRAISAL OF THE WORKABILITY OF 


COMPENSATORY DEVICES 


By J. M. CLARK 
Columbia University 
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could limit industrial expansion; but our existing machinery is not compre- 
hensive to the necessary extent, and it seems to be unable wholly to stop 
“bootleg credit,” as was illustrated in the stockmarket boom of 1929. 
It appears that for the purpose there is need of some qualitative control 
of the uses to which credit is put, and distinctions between different forms 
of credit do not at present seem a sufficient means of controlling the uses. 
Credit may be put to other uses than its form would naturally indicate. 
Consumer credit would need to be included in the system of control. And 
even granting comprehensive control, easy credit terms are not enough 
to make people use funds if prospective profits are a minus quantity. They 
can have some stimulative effect under favorable conditions, but they 
cannot of themselves bring the favorable conditions to pass, and their 
stimulative effect is limited. Credit control cannot by itself be expected to 


iron out major fluctuations by regularizing investment, and especially not 
to regularize it upward. 


II. Taxed Money 


Of systems of taxed money I am tempted not to speak at all, especially 
as they will be discussed later. As to the comprehensive system suggested 
by Mr. Dahlberg, I am impressed by the amazing complexity and ramifica- 
tion of the equipment of controls he finds necessary. Considering that any 
such new project of control regularly finds in practice that there are many 
additions necessary to stop up unforeseen gaps, one wonders what this 
system would grow into in application, if even the preliminary project is 
so complicated. 

As to the form recently voted down in California, I am puzzled by the 
problem of the negative rate of interest implied in the present worth of a 
credit instrument yielding $100 at the end of a year and requiring weekly 
outlays amounting to more than $100 before the date of redemption. It 
also seems clear that the projected expansion of the flow of the circulat- 
ing medium had no relation at all to any estimate of unused productive 
capacity which must be brought into use to supply the increase in real 
wealth which would be necessary if the money distribution were to produce 
any economic benefits. Further comment would perhaps be hardly useful. 
In any plans of this class, the uncertainties appear to baffle any attempt to 
predict results, including the uncertainty as to what the plan would turn 
into after it had failed to work precisely as first intended. 


III. Unemployment Insurance As a Means of Regularizing 
Consumers’ Buying Power 


There is, of course, plenty of justification for this policy apart from its 
possible effect as a compensatory device. Considered solely from the latter 
standpoint, it is clearly suited to short cycles. In longer and larger move- 
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ments, the “‘insurat feature would presumably break down, and the sys- 
tem would become simply one form of deficit spending. In so far as it 
acts as insurance, | fits during depressions would be financed by the use 
of the accumulated reserves, in one way or another. But the liquidity of 
these reserves is a real problem; and it appears that for the purpose in hand 
this liquidity would be largely fictitious. Securities should not be dumped 
in large quantities on the markets at the times when large payments have 
to be made, these being precisely the times when the markets are least able 
to absorb them. Moreover, these are just the times when the credit policy 
will point toward open-market purchases of public securities, rather than 
sales. Thus it se that the reserves may more appropriately be used 
as collateral for borrowing. This consideration appears to strengthen the 
case for the proposition that reserves of the present type and amount are not 
called for in this variety of insurance. This question deserves serious con- 
sideration, together with the question whether a pay roll tax is the most 
rational method of st lating employment. 

How much effect can such a system have in stabilizing consumers’ pur- 
chasing power? It seems hardly necessary to argue that it could not bring 
about complete stabilization, nor anything near it. The difficulties of financ- 
ing such a burden are only too obvious. And it is also only too obvious 
that it is not practicable to guarantee workers, when they are not working, 
an income equal to what they earn when they are fully employed in a pros- 
perous state of industry. This would mean that they would be guaranteed, 
for not working, more income per week than industry could possibly afford 
them when it is depr | and can offer only part-time employment. If the 
first movements of industry toward revival are not to be squelched, it must 
be possible for industry to hire workers who are receiving unemployment 
benefits, giving them something considerably short of full-time employment, 
and still affording tl urnings which are larger than the unemployment 
benefits they have | receiving. In the nature of the case, the benefits can- 
not represent what we regard as a satisfactory ‘‘American standard of living.” 
By benefits so limited, the shrinkage of purchasing power can be reduced, 
and depressions mitigated, but the major part of the problem will remain. 

There is the further possibility of enabling individual industries or 
individual employers to secure lower premium rates by improving their 
unemployment record. This is sound in principle, but raises the question how 
much the individual industry or employer may be able to do in this direction. 
So far as the benefits cover seasonal unemployment, they are dealing with 
something which the individual employer can sometimes do a good deal to 
reduce, especially if cyclical fluctuations are absent or are not too severe. 
But cyclical fluctuations, except for minor and fairly regular ones, are 
too large and too uncertain for the individual employer to do much about 
by his own individual policy. And if they are violent, they carry with them 
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, disruption of many kinds of schemes of seasonal stabilization.’ This ap- 
pears to have happened during the Great Depression. Here again, the 
possibilities of stabilization via unemployment insurance appear decidedly 
limited. 
IV. Increased Wages As a Means of Increasing Consumers’ 
Purchasing Power 


First, we may assume that prices are raised enough to reimburse pro- 
ducers for increased wage outlays. This would not need to include at first 
any allowance for increased costs of inventory already on hand. The first 
effect would presumably be a temporary boom like that of the summer 
of 1933, occurring during the interval after the program was determined 
on and before it went into effect and due to producers stocking up in antici- 
pation of increased costs and prices. Afterward, as the abnormally increased 
stocks were worked off, there would naturally be a reaction. If in the mean- 
time nothing had happened to rouse expectations that some degree of revival 
would endure, the reaction would naturally carry the rate of activity as much 
below the initial rate as the boom had carried it above. However, while 
this was occurring, there would be another effect, arising from the fact 
that the initial increase in prices would not have to be as great as the in- 
crease of wage costs, due to the use of inventories bought or produced at 
earlier and lower prices or costs. This would lead to an increase in con- 
sumers’ real purchasing power, which would tend to dwindle away as the 
old inventories were worked off, but would not be followed by a decline 
below previous levels. The total effect would be a compound of these two 
elements, plus the intangible element of business confidence. Whether 
any increase would be left after six months would depend on this intangible 
element. 

In the second place, let us assume that prices are not raised by the full 
amount of increased wage costs, though some increases would presumably 
be necessary. In other words, let us assume the conditions contemplated by 
the early policy pronouncements of the NRA. Here the effects already con- 
sidered would appear in diminished degree, together with an enduring in- 
crease in teal wage disbursements, at the expense of profit margins per 
unit of sales. The net effect would depend on the relative magnitude, and 
also the timing, of the increase in purchases responding to the increased 
teal-wage disbursements and any offsetting decreases resulting from the de- 
creased profit margins per unit of sales. If both wages and profits were spent 
completely and with equal promptness, the two would offset one another. 
But since wages are disbursed and spent ahead of profits, there would natu- 
tally be a temporary stimulus to physical output, though since the total 


"On these points I am indebted to a study by Dr. Eli Ginzberg, of Columbia University, 
which is shortly to appear in book form. 
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increase in co! ers’ spendings comes out of previous increases in Wage. 

t is hard to see how any increase in physical volume 
from such a sour ld bring a revival of profits. And the ultimate oy. 
come would depend mainly on the effect on capital outlays. 

We may fairly assume that at the time the program is initiated, capita 
outlays have been less than depreciation for some time and capital equip. 
ment has deteriorated. If the shrinkage in demand has not been too severe 
and especially if confidence in natural recovery has not disappeared, there 
are likely to be capital outlays which would soon be made if wages were 
not increased. An increase in the rate of physical output, taken by itself 
might tend to speed them up.? But taken in connection with a reduced 
profit ratio and increased prices of capital goods, the net effect seems more 
likely to be a decrease in capital outlays below what they would have been 
if wages had not been increased. This is likely to outweigh the rather thin 
margin of increase in the wage earners’ real spending power, and thus to 
have a retarding rather than a stimulating effect on recovery. 

In 1933, however, the situation was different. There were then vast ex- 
cesses of productive capacity, relative to the inordinately-shrunken demand, 
and there was little faith in natural recovery. Under these conditions there 
was little prospect of early revival of capital outlays if wages were undis- 
turbed. In short, there was probably little to lose on the side of capital out- 
lays, in the immediate future. In fact, one kind of capital outlay, namely, 
inventories, is closely enough related to current rate of output so that it 
might respond to this factor, even if profit margins were declining. Thus, 
in such a special situation, the net effect of wage increases might be stimul- 
tive to the rate of physical output at the bottom of a depression. Even here, 
however, if revival is to go very far, prospective earnings must be suff- 
cient to justify capital outlays beyond the bare minimum which is virtually 
necessary if the current rate of output is to be handled at all. 

It should perhaps not be necessary to note that the mere fact that wages 
have been raised does not tell us enough to enable us to predict the results 
at all definitely. The real question is whether they have been raised above 
what some workers are worth to an employer (in which case unemploy- 
ment will result). As to rates of profit, the crucial question is the hope of 
early return to fairly normal levels. 

Here, as in the first case, increased prices of capital goods are likely to 
prove a handicap to the revival of capital outlays. In the capital goods in- 
dustries the way to recovery would seem to lie in reduced prices rather 
than in increased wage-cost disbursements. Other difficulties might be men- 
tioned, perhaps especially the dilemma of sectional wage differentials in 


which the government necessarily becomes embroiled, and of which we have 
not heard the last 


*Cf. Kuznets, “Re Between Capital Goods and Finished Products in the Business 
Cycle,” Essays in Honor of Wesley Clair Mitchell, pp. 209-67. 
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To sum up, when conditions are as bad as they were in early 1933, in- 
creased wages May initiate the first steps of a revival, bvt the effect is likely 
to be soon spent unless other forces take up the burden and if other forces 
are to take up the burden, wage increases must not be carried too far. If they 


are carried too far they may effectually prevent anything more than a feeble 
and tentative revival. 


V. Limitation of Hours, to Spread Work 


This is hardly a means of stabilizing economic activity, but rather, in the 
main, a means of distributing the burden of unemployment. If combined 
with increased wage rates, it becomes a means of distributing the benefit 
of the increased wage rates so that instead of the same number of workers 
making increased weekly earnings, a larger number make the same weekly 
earnings as before. Any effect which the shortening of hours in a depres- 
sion may have on total physical output is dependent on a balancing of fac- 
tors too subtle to be assessed theoretically, and probably too obscure to 
be isolated statistically. 

The chief danger is perhaps that of neglecting the distinction between a 
work-sharing standard of hours and a true optimum working week, which 
would be longer. The optimum may be taken as the length of working 
week needed to produce all the output that is worth producing, and work 
sharing, as a shorter week used to spread out a smaller amount of employ- 
ment, at a time when we are unable for commercial reasons to produce up 
to the economic optimum. There is real danger that standards of hours of 
the work-sharing sort may persist into more normal times, when they will 
act to limit production to an undesirable extent. Even if the industrial sys- 
tem as a whole does not reach full capacity operation, such limitations of 
hours are likely to create bottlenecks which will limit total production. 

It may perhaps be contended that our capacity to produce increases faster 
than we know how to assimilate the increase without experiencing the 
phenomenon spoken of as ‘“‘overproduction,”’ and lapsing into a depression; 
and that it is therefore desirable to prevent our productive power from 
growing too fast, even if this means stopping short of our inherent optimum 
capacity. This, however, is a doubtful point, and amounts to a confession 
of defeat which we are, I take it, not yet ready to make. Unless it is estab- 
lished as true, we may fairly assume that it is undesirable to do anything to 
set artificial limits on our power to produce. 


VI. Anticyclical Deficit Spending Intended to be Offset by Surplus 
Financing during Subsequent Prosperity 


_ This is commonly spoken of as “pump-priming,” but it seems that there 
is need to distinguish two types of possible effects, only one of which really 
deserves the name of pump-priming. First, such spending may be a stimu- 
lus to production, which may be self-multiplying to some extent but not 
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sort. We seem in danger of being committed to continued deficit financing 
in order to avoid an economic relapse. Let us examine the multiplier theory. 

In the first place, its application is not confined to public spending. For 
the purpose in hand, private capital outlays are deficit spending, and carry 
all the stimulative effects without some of the drawbacks which apply to 
public deficit spending. My own first consideration of this theory was as an 
explanation of the expansion phase of a normal business cycle, and had 
nothing to do with public stimulative spending. It was not concerned to 
explain cumulative increase so much as why it reaches a limit.* In the second 
place, the multiplier works downward as well as upward, and presumably 
at about the same rate. This is shown in the accompanying chart, repre- 
senting orthodox multiplier theory in highly mechanical and simplified 
form. Vertical dimensions represent money quantities and horizontal dimen- 
sions represent time. The area A represents public stimulative spendings, 
continued for a long enough time—presumably more than one year—to 
allow practically the full “multiplier” effect to come into being. The area 
B, represents this multiplier effect (assuming constant “leakages” of 14 
and a multiplier of 2), and the area B, represents the dwindling aftereffects 
which continue after the public spending has stopped. They proceed on a 
downward curve which exactly reverses the upward curve of the multiplier. 
This represents what might be expected from a sudden stoppage of the 
public outlays, unless some stimulus from another source had occurred in 
the meantime. The recession of 1937-38 has by some been attributed, partly 
at least, to this kind of an effect, and the provision that the present public 
works program must be substantially completed by June 30, 1940, would 
appear calculated to produce what is from this standpoint precisely the 
wrong effect, when this deadline is reached. 

This suggests the need of gradual tapering off of public spending. And 
this seems clearly desirable. But an examination of the geometry of the 
diagram will show that no mere tapering off will avoid a shrinkage of the 
total flow of income and spending. It may be mitigated if the leakages 
decline, and the multiplier correspondingly increases as the revival proceeds 
(and to some extent this is likely to happen). Or it may be counteracted 
if in the meantime some private investment spending comes into being, 
of a sort which is not closely tied to the current rate of consumer spending, 
and continues unabated after the tapering off of public spending begins. 
True pump-priming would seem to depend on the development of this 
kind of private investment. Let us look, then, at the effects of public deficit 
spending on private investment, this being the crucial factor from the 
standpoint of enduring effects. As Dr. Copeland has pointed out, public 
investment has not been able, with all the efforts we have made, to fill the 


"This occurred about 1930, when Mr. R. F. Kahn must have been working out his 
tormulation, first published in 1931. 
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of “heads I win, tails you lose,’ and this affects particularly the more 
speculative forms of investment. Recently a businessman, presented with 
opportunities of a speculative sort which would ordinarily appear as good 
risks, has said: “If we lose, we lose. And if we win, the government will 
get most of it. I guess we won't go into it.” The revival since 1933 appears 
to have been marked by this kind of conservatism in private investment 
and to have been correspondingly limited. 

One danger which has sometimes been mentioned is that of a progressive 
absorption of loanable funds, which if it did not lead to inflation might 
lead to a scarcity of funds for private borrowers when they did come into 
the market, thus tending to check revival. It has also been noted that this 
danger does not seem to have materialized in our recent experience. And 
on the whole it does not seem inherently likely to materialize; as may be 
illustrated by examining a neglected factor in the multiplier theory itself. 
The leakages which are responsible for the failure of the multiplier to 
go on expanding indefinitely themselves represent deflationary uses of 
income received from the public spendings, and these must, at least in a 
general way, tend to offset the inflationary effect of the public borrowings. 
They may not all come directly into the banks as loanable funds, but if 
they do not do that, they strengthen someone’s credit position and thereby 
are likely to reduce the need of borrowing from the banks in the future. 

Returning to the chart, the public borrowings and the deflationary effect 
of the leakages have been represented in dotted lines below the zero line. 
For simplicity, the deflationary uses of funds have been shown as offsets 
to the public borrowings, even though this may be subject to considerable 
qualification, since they may not all come into the same sectors of the credit 
market. Thus the rectangle C plus D, represents the total public borrowing, 
equal to the deficit spending. The area D, represents the deflationary uses 
of the resulting incomes, and the remaining area, C, may be taken (with 
qualifications already noted) as representing the net inflationary effect on 
the economic system as a whole. This is a finite quantity equal (in this 
figure) to twice the amount of deficit spending in one of the periods into 
which the figure is divided (and which represent the average time required 
for increased private income to lead to increased spending). So far as this 
representation can be taken as correct, this is the limit of the net absorption 
of credit (or of net inflation) for the whole economic system. The area D, 
represents the deflationary uses of what is left of the increased income after 
the public spending stops. It offsets the net absorption of credit, and leaves 
the system in an unexpanded state. 

There has, however, been an important shift in credit relations. On the 
assumptions already made, the government owes more money and private 
individuals less. Whether this is beneficial or not I will not attempt to 
discuss. And whether this last bit of analysis is justified or not, the fact 
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have learned that deficit spending can really stimulate business may be 
one of the most dangerous results of the depression. 


VII. Chronic Depresston and Continued Deficit Spending 


Most of the possible causes of chronic depression seem to act through 
a lack of disposition or capacity to spend the full amount of our national 
income as it is under conditions of reasonably full capacity operation. One 
way of expressing this is to say that under such conditions there is a tend- 
ency for savings out of income from immediate past production to exceed 
investment in the purchase of the products of current production. For this 
purpose, savings out of revaluation-income and investment in such things 
as securities already outstanding should be excluded. The effects of a de- 
lining rate of growth of population and of a possible declining rate of 
expansion of capital requirements register through this basic balance or 
unbalance. 

Regardless of whether such an unbalanced tendency has existed in the 
past, it may exist in the future. The Brookings study has found it true of 
the post-War prosperity period; and while the figures are probably inconclu- 
sive, and the theory is to that extent unproved, one should be careful not 
to draw from this the unwarranted conclusion that it has been disproved.‘ 
The theory has also been criticized on the ground that, if it were true, there 
should have been a chronic depression during the twenties, instead of an 
unprecedented burst of prosperity. This criticism is worth examination, but 
seems on the whole unwarranted. Instead, it seems that, through the action 
of the investment markets, a discrepancy of the sort we are discussing could 
easily result in a temporary boom, leading to an ultimate reversal. Let us 
examine this possibility for a moment. 

We may assume that four billion dollars flow into the securities markets 
seeking investment, while only three billions flow out through the issuance 
of new securities for the purchase of capital equipment. The natural result 
is a rise in the prices of outstanding securities. Some of the profits would 
be taken out to be spent for consumption and some would be reinvested, 
tending to a continued rise. If this were all, the process would presumably 
go on until one billion dollars had been taken out for consumption expendi- 
tures, after which prices and economic activity would be stabilized. And in 
the meantime, possibly five billions might have been added to the total 
market value of securities outstanding. 

But this is not all, since people buy stocks on margins, and credit funds 
as well as savings flow into the markets, thus adding to the original one 
billion of excess funds seeking investment. Then prices of securities may 
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of income distribution such as might result from high profits, or even from 
what business now regards as moderate profits on a rapidly increasing per 
capita investment (which is one of the postulates of our problem). Low 
interest rates are clearly indicated, but there is fairly wide agreement that 
this alone is not sufficient. 

Wages should be as high as possible without actually reducing employ- 
ment, and some added distribution of consumer-income out of public funds 
will probably be a necessity for some time to come, including assisted low- 
cost housing. Collective bargaining should increase. But business should 
not be given occasion to fear that government is fastening upon it a pro- 
tected monopoly, more powerful and burdensome than any “capitalistic” 
monopoly; namely, a monopoly of organized labor. If grounds for such 
fears exist, they should be removed. 

As to profits, after the lean years we have been through, capital will 
probably be content to invest on more moderate returns than prevailed 
before 1929; and it is my belief that it must do so if our system is to avoid 
shipwreck. But some prospective return is required. Taxes can without 
undue ill effects take enough to reduce materially the investor's remaining 
margin, but they must not treat gains and losses so unequally that risk-taking 
is penalized and turned into a virtual certainty of loss. Public utility capital 
will be forthcoming in adequate volume for lower returns than it has 
enjoyed in the past, if it knows what to expect—as at present it does not.° 
One thing which might lend important aid would be a reduction of the 
spread in costs between high-cost and low-cost producers, in order that 
business might be attractive to investors without the necessity of offering 
the low-cost producers unnecessarily high rewards, in order that the higher- 
cost producers may have enough to live on. 

On the side of savings, the effects of the social security system on private 
savings should be studied, as well as the question of revising downwards 
the existing provisions for reserves, now financed out of pay roll taxes 
directly burdening the act of employing labor. We have here a powerful 
instrument for modifying the balance between saving and investment, if 
deliberately used with that purpose in mind. A tax system capable of raising 
large revenues from clear net income, without laying heavy burdens on 
small and smallish incomes, would be another powerful instrument in the 
tight direction. At present, large volumes of tax-exempt securities seem 
to be an obstacle to a rational system. 

Am I proposing a policy based on a stagnation theory which I have stated 
is unproved? I submit that, regardless of the truth or falsity of any such 
theory, the general measures I have suggested deserve to be either carried 
out or searchingly studied. If there is no truth in the stagnation theory, we 


* Since the above was written the agreement of the TVA to purchase utility properties 
has reduced this uncertainty, but not wholly removed it. 
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DIVERGENCIES IN THE DEVELOPMENT OF RECOVERY IN 
VARIOUS COUNTRIES 


CHESTER A. PHILLIPS, Chairman 


The topics discussed by the participants of this round table were: ‘Recovery 
Policies in Democratic Countries,” by Gottfried Haberler; “Recovery Policies in 
Totalitarian States,” by George N. Halm; “Divergencies in the Development of 
Recovery in Various Countries,” by Josef Herbert Furth; “Recovery in Japan,” by 
Elizabeth Boody Schumpeter ; “Is There a World-Wide Drift towards Regimented 
Control of Industry,” by Emil Lederer. Condensed statements follow. 


GOTTFRIED HABERLER: In one respect it is easier to report on democratic than 
on totalitarian countries. It is much easier to find out about democratic countries 
than dictatorships. Statistical material and interpretations are much more plentiful. 
In fact we suffer from embarras de richesse rather than from embarras de rareté as 
in the totalitarian countries. 

In other respects it is more difficult to give an adequate picture of recovery 
policies in democratic countries because of the greater divergencies among differ- 
ent countries and because of the lack of continuity through time in some of them. 
There is, for instance, a great difference in recovery policy as well as in the actual 
course of recovery between such countries as Finland or Sweden on the one hand 
and France on the other; between England and the United States; and between 
Switzerland, Holland, and the British dominions, Even within groups which are 
from an economic and political point of view pretty homogeneous we sometimes 
find different types of recovery policy, e.g., Sweden and Denmark or Holland and 
Belgium. Even between Finland and Sweden significant differences between the 
policies can be found. 

Hence it is a question whether we can speak at all of common features which 
differentiate recovery policy in all democratic countries as compared with totali- 
tarian countries. 

The comparison of economic achievements in the two groups of countries leads 
to very different results according to the criteria which we adopt for measuring 
the success of recovery effort. 

If we measure the degree of recovery achieved by the decrease in unemploy- 
ment, real and apparent, the comparison is on the whole to the disadvantage of 
the democratic countries. There can be no doubt that at least the most prominent 
and most powerful of the totalitarian countries, namely, Germany, has been able 
to deal with the unemployment problem much more effectively than England, the 
United States, France, or even than most of the small neutral countries, such as 
Switzerland and Holland. 

If we take volume of production as a whole as measure, the difference in suc- 
cess is not so great. There are some democratic countries, such as Great Britain or 
Sweden, which have experienced an increase in production since the depth of the 
depression almost as great as Germany. 

The comparison is still less to the advantage of the totalitarian countries if we 
take volume of consumption as a criterion, at least if we define consumption as 
excluding armament. The scale is probably turned in favor of democratic coun- 
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under the influence of a primitive “purchasing power theory,” wages and prices 
were deliberately raised ir the hope that this rise would stimulate production. In 
the labor market the totalitarian countries have been entirely able to prevent 
strikes, lockouts, and other friction, which have played a great rdle in some of the 
democratic countries, notably in the United States and France. In the totalitarian 
countries the mobility of labor has been increased and the working week length- 
ened, whilst in France and the United States just the opposite has taken place. In 
Germany we can distinguish two stages. First, wage rates have been kept down 
(not earnings or pay rolls) in order to aid recovery. In a later phase of the German 
boom, wages have been kept down because the state wanted to confiscate and to 
reserve an ever increasing part of the national income for its own purposes. If we 
compare the policies in the democratic countries with the totalitarian countries, the 
comparison obviously can be only with the first stage just mentioned. 

If we confine ourselves to the recovery aspect of the matter, there can be no 
doubt in my mind that the handicap and disadvantage of the democratic countries 
which explains the conspicuous failure of recovery policies in some of them, 
notably in France and to a lesser extent in the United States, is connected to a 
large extent with the premature rise in money costs, the rise in money wages and 
prices. If an economic recovery, as soon as it starts, leads to a rise in prices, it is 
easy to see that it cannot go on very far. Such a rise in prices tends to become 
cumulative and one of two things will happen: either the monetary authorities 
will try to stop a threatening inflation—then the recovery will be interrupted—or 
else the rise in prices will not be checked, and it will tend to become progressive ; 
and it is clear that it cannot go on very far. 

Here the totalitarian countries are now in a much better position. They keep 
down money costs and since there is an insatiable demand for commodities in 
general, due to their huge armament expenditures, etc., production is kept up. 
Hence under a totalitarion economic policy as developed by Germany it is easier 
to approach full employment and to stay there. 

There is another difficulty which totalitarian countries are in a better position to 
overcome; namely, the appearance of bottlenecks in the productive processes. 
Such bottlenecks in totalitarian countries are either broken down by measures de- 
signed to increase mobility of workers and compulsory transfer of labor or else 
these bottlenecks are avoided by what they call Konsumlenkung or regulation of 
consumption. Both types of measures are difficult to apply under democratic 
organization of government. In addition to that, the totalitarian countries have 
evolved an arsenal of measures designed to combat threatening inflation: measures 
of stimulating, sterilizing, and canalizing savings, creaming off profits, etc. 

It is impossible here to discuss exhaustively the problem of how under demo- 
cratic rule of government, without drastic regimentation and without abandoning 
freedom of consumers’ choice, it is possible to approach full employment and to 
keep the economic system at a level of fairly high employment. Probably it is im- 
possible to approach full employment as closely under democratic conditions as 
under the autarchy of the totalitarian states. It should, however, be feasible to 
avoid the danger of a premature price boom, which threatens to lead to inflation, 
by controlling money wages and prices and by more specific measures designed to 
eliminate or avoid bottlenecks. In that respect the democratic countries could cer- 
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vate initiative being supplanted by state initiative. Free choice of occupation is 
gradually abolished to fit labor into the framework of the plan. Free choice of 
consumption has become rather limited since incomes are stabilized at a low level 
where the inelasticity of demand excludes heavier fluctuations. 

It must, however, not be assumed that such a policy necessarily condemns the 
population to a permanently low level of consumption. There are other collective 
investment possibilities than rearmament, though it is true that armament pro- 
crams have the special advantage of yielding inexhaustible investment oppor- 
tunities which are not endangered by unforseeable reactions which may develop 
because of the complicated relationship between consumers goods and producers 
goods industries. The armament program may gradually be changed into a pro- 
gram designed to increase the standard of living through the production of con- 
sumers goods like houses or cars. Such an increase in consumption, however, 
must not be mistaken for an increase in the freedom of consumption. The im- 
provement of the standard of living will take the same collective forms as an 
armament program. Production and consumption are adjusted beforehand so that 
no unforeseen changes need be suspected. A varying number of works projects of 
a completely collective character, moreover, stands ready to take care of those who 
may become unemployed in connection with a change in the general aims of the 
totalitarian economy. 

The contention that democratic countries may also well embark upon big 
investment programs is incompatible with the fact that only in totalitarian coun- 
tries can the aims and means be adjusted to each other artificially whilst individual 
freedom is ruthlessly abolished by an endless variety of methods whenever it 
endangers the totalitarian system through lack of resources or the risk of uncer- 
tainty. 


JoseF HERBERT FuRTH: How far might it be possible to adopt totalitarian 
economic policies in democratic countries ? 

In considering this question, we must rule out Russia and Japan as social and 
economic conditions in these countries differ too widely from Western standards. 
This leaves, in the totalitarian field, mainly Germany and Italy. 

Italy has tried, since 1935, to imitate German economic policies, but apparently 
without much success. She did pile up huge government expenditures and an 
enormous deficit, she did prevent wages from rising above a standard which is as 
much below the German as the German is below the American, but she did not 
reach full employment. According to the figures published in the recent work by 
Professor Welk, unemployment was ten times as high in 1937 as it was when 
fascism came to power. 

So it appears that imitating the German methods is, in itself, not sufficient for 
achieving the German results, even under similar political conditions. Why is that 
so? 

The German system consists mainly in spending the sum necessary to reach full 
employment by public works, mostly on armaments, and in offsetting the inflation- 
ary effects of these measures by preventing a rise in prices and wages through a 
complete control of business and through the skimming of any excess purchasing 
power by taxation and government borrowing. 

Some of these measures can be adopted only under special conditions prevailing 
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The new prime minister and the former finance minister were assassinated and 
replaced by others. Finance Minister Takahashi guided the nation’s finances dur- 
ing his four years in office. The actual policies and measures adopted were the 
following: (1) depreciation of the yen; (2) increased government expenditures 
mainly through the army and navy; (3) no new or increased taxes, increased ex- 
penditure to be met by borrowing ; (4) borrowing was to be kept in bounds and 
tapered off as soon as possible. 

The gold embargo was reimposed in December, 1931, and the yen was allowed 

to depreciate until it reached a level about 40 per cent below the depreciated 
pound. It has been stabilized with respect to the pound since 1933. 
' The appropriations for the army and the navy and for special expenditure in 
Manchukuo grew until they accounted for half of the expenditure of the national 
sovernment. Government purchases were a great stimulant to the mining, metals, 
chemical, and machinery industries, which have had a phenomenal development 
since the depression. This would seem to be an example of successful pump- 
priming since the result has been, not merely an increase in the production of 
armaments and munitions but a great increase in chemical fertilizers, industrial 
chemicals, metals, and machinery for general industrial purposes. Our index of 
industrial production shows that by July, 1937, the output of consumers goods 
had risen about 40 per cent above the 1931-33 level, whereas that for producers 
goods was at least 100 per cent above the 1931-33 level. There has been consider- 
able new investment in the metals, chemical, and machinery industries. 

At the same time that the export industries were being stimulated by the de- 
preciation of the yen and the heavy industries by government purchases, Taka- 
hashi as finance minister refrained from doing anything which would increase the 
tax burden on industry and commerce or cause any uncertainty or apprehension as 
to possible government action. There were no new taxes—with one unimportant 
exception—until the spring of 1937. 

At the same time industry was cutting costs by its rationalization program. This 
had begun in the textile industries even before the period of deflation. We find 
evidence of lower labor costs in increasing output with decreasing employment in 
many of the export industries. The great increase in employment came in the new 
industries developed since the depression. We also find evidence of lower wage 
costs in a reduction of wage rates. 

In the textile industries where technological changes and reorganization have 
greatly increased the output per worker, employment rose slowly. Factory employ- 
ment in general rose about 65 per cent for men and about 50 per cent for women 
from the low point to the outbreak of the China Incident. Since then, employment 
for men has risen tremendously. 

What has happened to real wages? Wage rates fell by nearly 20 per cent and 
have only recently begun to increase. Actual earnings, however, fell by only 10 
per cent and are now above the 1926 level. The cost of living fell by 20 per cent 
and is now slightly above the 1926 level. The discrepancy between the movements 
of wage rates and actual earnings is explained in two ways. Increased employment 
has increased the proportion of new and unskilled workers and tends to be re- 
flected in a lower average wage rate. There has also been some decrease in wage 
rates for all workers, but longer working hours have made it possible for a worker 
to maintain or increase his actual earnings. 
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FACTORS MAKING FOR CHANGE IN THE CHARACTER 
OF THE BUSINESS CYCLE 


James W. ANGELL, Chairman 


The following papers were presented at this round table: R. J. Saulnier, ‘The 
Significance of the Growing Importance of Durable Consumers Goods”; F. A. 
Pearson, “The Réle of Agriculture in the Changing Character of the Business 
Cycle” (Professor Pearson’s paper was read in his absence by Mr. G. E. Bran- 
dow); Fritz Lehman, ‘The Réle of Social Security Legislation”; and William 
Fellner, ““Pump-Priming as a Means of Fiscal Policy.” The abstracts given below 
were prepared by the several speakers themselves. 


R. J. SAULNIER: The available data do not indicate that durable consumers 
goods are a factor making for change in the character of the business cycle. There 
is no discernible long-period trend of increasing durability which can be accounted 
for in terms of the technical character of goods, nor do the data show a tendency 
for an increasing proportion of consumers’ outlay to be spent on goods of this 
sort. The importance of durable consumers goods seems to be in their short- 
period influence on the pattern of the cycle. Available data do not cover a period 
of time of sufficient length to warrant the easy statement that such goods are 
steadily growing in importance. 

The characteristic of postponability of replacement, which typifies the durable 
consumers good, makes it possible for demand for new output to decline sharply. 
Among the factors influencing this postponement, the réle of price is clearly the 
most difficulty to determine. It may be that flexibility of price, if it sets up expecta- 
tions of further price declines, may lead to a more severe postponement of re- 
placement than would be the case if the prices of durable consumers goods were 
fairly rigid. In this connection, however, much depends on the phase of the 
cycle in which the price change occurs, and on whether the price change is sudden 
and drastic or slow and gradual. Also, the fact that the nature of the good 
frequently changes, and that most durable consumers goods are bought on credit 
terms, makes it difficult to examine the case of the effect of cash selling price 
changes on consumer purchases, 

Special importance attaches to the fact that a very large proportion of the con- 
sumer purchases of durable consumers goods are arranged on credit terms. The 
net contractions and expansions of consumer credit extended can make for 
changes in the flow of money demand reaching the producers of such goods. 
These changes in money demand lead changes in income flowing to consumers, 
and thus tend to accentuate both contraction and expansion. 

The effect of consumers’ behavior in purchasing durable goods, on the pattern 
of the cycle, is probably to make declines in activity more sudden and severe, and, 
if there is a large supply of the goods in existence (i.e., if the industry in question 
has reached what may be termed a maturity level), to make it possible for low 
levels of activity to be long, drawn-out affairs. This is especially likely if replace- 
ment demand was very high in the preceding boom ; that is, if the average age 
of the population of goods in question is relatively low at the point of contrac- 
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tance of exports decreased, it became more and more unlikely that farm income 
would vary significantly as a result of changes in the year-to-year volume of 
production. 

Although farm products furnish a large amount of business for carriers, proces- 
sors, handlers, and storers of commodities, changes in the volume of farm pro- 
duction do no more than modify slightly the state of general business. Shortages 
of agricultural raw materials rarely retard industry; carryovers, imports, and de- 
creased exports help in smoothing the erratic nature of crop production. 

Changes in the volume of farm production have had little effect upon business 
activity for many years past. The coefficient of correlation between crop produc- 
tion and business activity during the crop years 1870 to 1930 was only 0.15. 

Farm income depends chiefly upon the trend of farm production and the gen- 
eral price level. Farm products are basic commodities and are extremely sensitive 
to changes in the level of prices. The trend in the physical volume of agricultural 
production from 1910 to 1937 (1919 to 1937 projected back to 1910) was multi- 
plied by an index of prices of 22 agricultural materials other than foods. The 
correlation between this product and gross farm income was 0.92. Probably as 
much as 80 per cent of the variation in gross farm income in the past three decades 
was due to variations in the price level. 

When prices are stable, agriculture does not play an important rdle in fluctua- 
tions in industrial activity. Industry is directed toward the satisfaction of human 
wants. The most important of these are supplied by the food, clothing, shelter, 
and transportation industries. All except the first display a cyclical tendency. 
Textile manufacture has a cycle about two years in length. Building has an 
eighteen year cycle, and, since 1919, residential building has had a cycle 
slightly shorter than three years superimposed upon the longer movement. Auto- 
mobiles had until 1931 a forty-month cycle which may have been an amplifica- 
tion of the older, irregular forty-month movement many investigators have 
noticed in general business. A composite of mathematically regular curves rep- 
resenting these cycles shows an interesting relationship to business activity. 

The continuation of these cycles depends upon reasonable stability of de- 
mand. If the general level of prices is not changing, farm demand will not 
contribute to a change in total demand. But if the general level of prices should 
fall violently, the drop in farm income and farm purchasing power will be so 
severe that, coupled with other effects of a falling price level, it may break 
the less stable industrial cycles and prevent expected recoveries. This happened 
to the automobile cycle in 1931. If the general level of prices rises, the increase 
in farm income will be an important force in broadening the demand for in- 
dustrial goods. 

Changes in the volume of agricultural production play a minor réle in changes 
in business activity, but changes in farm income resulting from an unstable price 
level have been, and may well continue to be, of great importance to business. 


Fritz LEHMANN: The influence of American social security legislation is 
not likely to change markedly the character of the business cycle. 
Stabilization of employment by the system of merit rating in raising the em- 
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to reduce theirs. In the United States, as a rule, stimulation of sales and em- 
ployment on either account is likely to be small. A downward revision of wage 
rates in particular industries, especially those producing investment goods, is 
more promising. But even here success is likely only if the reduction is made 
after the downswing has come to a standstill, and only if the reduction is be- 
lieved to be temporary. 

Pay roll taxes are often held to be an important factor making for the 
mechanization of industry and for technological unemployment. Such effects 
can occur only so far and so long as the price of laborsaving devices has not 
been affected by the taxation of pay rolls, and while employers have not suc- 
ceeded in shifting their share of the tax to the employees or have been forced 
to pay the employees’ share of the tax by granting higher wages. In the long 
run it is likely either that the costs and prices of machinery will rise in the 
same proportion as wages did, or that it will be universally possible to shift 
the pay roll taxes back to the workers. 

The accumulation of pay roll tax receipts in the old age reserve account, and 
to a lesser degree in the unemployment trust fund, is considered by many a 
deflationary procedure adding to the difficulties of an economic system which 
is threatened by “oversaving.” The initial effect of such an accumulation, which 
probably did contribute to the business recession in 1937, must be separated 
from its more lasting influence upon the character of the economy and of the 
business cycle. The accumulation of pay roll tax receipts has deflationary ef- 
fects, and strengthens a possible tendency towards oversaving, only if such 
accumulation is mot compensated by a decline in private savings nor by an 
increase in public expenditures, There is rather good support for the contention 
that social insurance will not decrease the individual’s propensity to save, but it 
is less certain whether the assumption is justified that the government's pro- 
pensity to spend will be unaffected by the availability of revenues from the taxa- 
tion of pay rolls. 

That the American economy is threatened by a tendency towards over- 
saving appears to be a well-substantiated assumption. It is unlikely that it 
will be permanently possible to find profitable investments for the savings made 
from a national income which has reached prosperity level. But in face of the 
“backlog” of investments existing at the present time, it appears unceriain 
whether any such discrepancy between available savings and profitable invest- 
ment opportunities is already existent. The accumulation of pay roll tax revenues, 
however, makes it more difficult to lift the national income to prosperity levels. 


WILLIAM FELLNER: For sociological and political reasons, if not for others, 
it is likely that in the future economic policy will be increasingly “active” in 
times of depression. It is more than doubtful, whether the political and social 
structure of the modern industrial state is fit to bear the burden arising from 
long-lasting depressions and large-scale unemployment. Hence it seems unlikely 
that the governments of these states should take the responsibility of remaining 
passive in the descending phase of the trade cycle. The efforts of economic policy 
will presumably take the shape of numerous measures of different character, 
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of “inflation.” If the policy is not handled unreasonably, then a net increase 
in the amounts spent on consumption might check and reverse the process of 
shrinkage in the consumers goods industries, and a higher level of consumption 
would be reached with an unimportant increase in the purchases of capital goods. 
As soon as economic policy stops its income-creating activity, comparatively 
small leakages might result in a deflationary balance (“oversaving’’) and thus 
might suffice to bring about a new downward movement of the system. The 
deflationary momentum of such a recession would be smaller than that of a 
downswing prior to which the acceleration principle had become more ef- 
fective, since under these assumptions the vertical maladjustment of the system 
would be of comparatively small degree when the downturn occurs. Nonthe- 
less, if the income derived from the production of capital goods is not large 
enough to provide for sufficient consumption demand in spite of the leakages, 
then a policy attempting to prevent long recessions would be forced to remain 
“active” practically all the time. For in this case a deflationary balance would 
occur as soon as the income-creating activity is discontinued, and hence it would 
soon be necessary to resume this activity anew. In no phase of such a development 
would it be possible for economic policy to become compensatory in the opposite 
sense and to work off thereby the pump-priming costs of previous phases. 


The general conclusion which emerged from the foregoing papers and the 
subsequent discussion from the floor is that despite the marked innovations 
in economic facts and policies which have developed in this country in recent 
years, these innovations seem likely to produce comparatively little change in 
the broad character of American cyclical movements. This conclusion, which 
was supported on the whole both by the statistical data and by the speculative 
reasoning presented in the several papers, is markedly at variance with the fre- 
quent assertion that these cyclical movements have taken on a quite new pattern 
in consequence of the events since 1929. 


al 
in 
h 
le 
t- 
}- 
y 
d 
l- 
t, 
y 
s 
4 
d 
l 


THI 


The followi: 
tral Bank Policy 
of Pump-Primit 
Hoarding,” by |! 
ticipants. A bri 
from the floor. 


P. T. ELtswo 


must be judge 
in the past twet 
central banks i: 
with respect to 
cause of the va 
the means of co 
past actions. 

A brief sury 
policy seems to 
tions capable of 


an expansion of tl 


level of business 


to a large extent 


serious in the f 
of bonds in the 
has suggested, t 


ability of declin 


heavily and thus 

Second, exper 
and of vigor in 
a sharp reversal 


system becomes | 


Because with 
little about the 
pensatory device 


turning point, pre\ 


sible. The outco 
on interest rates 


With respect t 
it is these which 
opposite to those 
future to an exp 
the point of pre 
tion of bringing « 
be willing to sup 


ne 


LITY OF COMPENSATORY DEVICES 
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The responsiveness of investment demand at the turning point will be largely 
determined by the character of the preceding period of expansion. If credit 
alone has been relatively overexpanded and no serious structural maladjust- 
ments have appeared, then investment demand should remain elastic and the 
volume be well sustained. If, however, investment has been concentrated in 
certain lines during expansion, these fields of investment furnishing the back- 
bone of prosperity, and if investment has been carried to the point where 
saturation of these important outlets has occurred, collapse would seem at first 
sight to be inevitable. Such a dominance of active investment by some outstand- 
ing industry or industries would seem, however, to imply a relative starving- 
out of a wide range of less prominent outlets. These are passed over because 
they are less markedly profitable and less favored by speculative enthusiasm. 
It is possible that a central banking policy which was effective in lowering long- 
term interest rates might stimulate a recovery of investment in these relatively 
underdeveloped lines, provided action were brought to bear promptly, before 
the level of incomes had had time to suffer a severe slump. 

Where expansion has been based on the introduction of new techniques in 
the consumers goods industries, with comparative stability of wage incomes and 
a rapid increase in the output of consumers goods, a more difficult situation is 
likely to arise. For under existing circumstances, price reductions are apt to be 
delayed. This will make a high rate of investment necessary to avoid the early 
appearance of excess capacity and of a deficiency of purchasing power. These 
results, however, cannot be avoided by such a remedy. Collapse is inevitable, 
and the downturn following this type of expansion would be especially difficult 
to handle. Unless there had been a considerable accumulation of investment re- 
quirements (such as housing, transport) during the years of rationalization, 
central banking policy alone would be ineffective. 

Without adequate knowledge of the period of expansion, we cannot say 
how successful monetary policy might prove as a compensatory device at the 
downturn, In any event, a rapid and vigorous easing policy should be tried. 
Under certain conditions it would undoubtedly be ineffective, but in no event 
would it be apt to be harmful, since the mistakes of the recent past are unlikely 
to be repeated. 


PAUL A. SAMUELSON: As a preliminary to the study of governmental fiscal 
policy some investigation into the nature of the private economy is necessary. 
Explicitly it is assumed that the economic system is not perfect and friction- 
less, that the possibility of unemployment exists, and that there is a tendency 
toward cumulative movements of a disequilibrating kind. If at high levels 
of the national income individuals wish to save, i.e., to accumulate earning or 
nonearning assets, business enterprises as a whole can only avoid losses if there 
is a suticiently high positive level of net investment. However, it is to be noted 
that there is no tendency even in a perfect capital market for the rate of interest 
to equilibrate the demand and supply of employment. The level of net invest- 
ment is capricious and volatile and often inelastic with respect to the rate of 


interest, being dependent upon the state of expectations and technological in- 
navations. 
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Two partial problems in fiscal policy can be distinguished: away 
(1) as of any | umulative deficit, algebraically positive or Negative is to 
it is necessary t optimum time shape of governmental expenditures: shoul 
(2) a decision as to the level of governmental expenditures and plem 
cumulative defic ermitted. In connection with the problem of timing cient 
there is a growin y in the literature to regard the downward movement reduc 
as disequilibrating ecessary, and hence to prescribe a program which the 
shifts expenditu eavily towards the beginning of the depression and In 
away from the | With respect to the desired long-time level of govern. haps 
mental expendit st be a weighing of the costs and advantages at their 
each level. Of | nportance is the state of private net investment, an be mi 
insufficiency of w | make long-term deficit spending mandatory. scher 

The mechanics ffects of government expenditures upon the level of depo 
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Keynes in the G that the multiplier holds instantaneously repre. If th 
sents a backwar the more general analysis of the lagged effects » vag 
through time. 7 ire hardly instantaneous. The approach to the in. ploy 
direct effects of s by way of the velocity of circulation, on the other TI 
hand, appears t etely fruitless. The doctrine of the multiplier does chan 
not always take indirect effects of governmental expenditures on of si 
private investment the combined figure (direct governmental plus sar 
induced private i or disinvestment) can conceivably be negative, ex- — 
perience suggests t igh the acceleration principle, induced private in- ante 
vestment will mak« overnmental expenditure multiplier exceed the invest. cost 
ment multiplier. alte 
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EMILE DEPRES us proposals to tax hoarding, respite considerable T 
diversity of detai haracteristic in common: they seek to make the tax 
holding of mon Historically, these proposals have been confined to exte 
currency, but the prehensive tax scheme developed in Arthur Dahlberg’s pen 
“When Capital ( tike,” will be taken as the basis of discussion. This ag 
plan embraces cu igh the issue of a new type of depreciating notes, ties 
and demand de} sh the imposition of an equivalent monthly tax inte 
on average balar nd deposit accounts above a small exempt amount. for 
The holding of hibited in amounts above twenty dollars, and special tal 
provision is made the prompt presentation of checks for payment. f 

A variety of te estions is raised by the scheme, such as the work- gen 
ability of the tw limitation, the possibility of evasion through the me 
holding of matur urities, etc. Questions of this sort, and the more mu 
general question of lity of the scheme, cannot be dwelt upon here. It hig 
is probably valid t however, that it is technically feasible, through some anc 
variant of Dahlbe ) make the holding of money costly. Leaving aside sho 
the question of | social feasibility, it is perhaps not unfair to sug: sec 
gest that a vast a skillful persuasion would be necessary to inform bin 


and reconcile the proposed innovation, and that, for the present pre 
at least, the prop bly has more theoretical than practical value. mc 
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away from money principally to nearby alternatives. It is important, if the plan 
is to be effective in expanding output and employment, that the effects of the tax 
should not be dissipated in a reduction in the quantity of money. Without sup- 
plementary measures to assure control over the quantity of money, a tax of suffi- 
cient magnitude to alter appreciably the community's asset preferences would 
reduce deposits through two possible channels: the bidding away of assets from 
the banking system, and the conversion of domestic money into foreign money. 

In order to prevent a contraction of bank loans and investments, it would per- 
haps be sufficient to tax excess reserves, thereby making banks as eager to retain 
their existing asset portfolios as the public was to bid them away, but it might 
be necessary to go further by adopting one of the various 100 per cent reserve 
schemes. With respect to the second channel through which contraction of bank 
deposits might occur—conversion of domestic money into foreign money—it 
would presumably be necessary to introduce a rigorous control over capital export. 
If the taxation of money were supplemented by measures of this sort to control its 
quantity, the tax scheme would be capable of exercising its full effect on em- 
ployment, output, and prices. 

The effects of such a tax may be analyzed either in terms of velocity or of 
changes in the size of hoards, but it is better to regard the tax simply as a means 
of shifting the community’s demand from money to alternatives. Viewed in these 
terms, the tax becomes simply a device for pressing “easy money” further. In 
periods when increments to the money supply have little or no effects in reducing 
interest rates, further downward pressure may be achieved by making money 
costly, that is, by reducing the demand. The effect on the prices and yields of 
alternative assets would be most pronounced in the case of those assets which 
represent nearby alternatives to money. 

The really essential questions concern the degree to which the effects of the 
tax would permeate the more remote sectors of the interest rate structure and the 
extent to which resulting interest rate changes would alter the community's ex- 
penditures for investment and consumption goods and services. How much would 
a given tax on money affect the yield upon the highest-grade, long-term securi- 
ties, upon less high-grade bonds and equities, and how much would it affect 
interest rates in partially insulated sections of the capital market, such as that 
for residential mortgages? What would be the effect upon expenditures for capi- 
tal goods and upon the community's disposition to save? 

Although it is impossible to furnish precise answers to these questions, a few 
general observations may be appropriate. The taxation of money, viewed as a 
means of ironing out the shorter fluctuations in business, does not seem to offer 
much promise of substantial success. In periods of depression even a relatively 
high tax, if generally regarded as only temporary, would have a greatly dampened 
and restrictive effect upon interest rates outside of the comparatively unimportant 
short-term market. Viewed as a compensatory device for meeting a possible 
secular underemployment difficulty, such as appears to have resulted from a com- 
bination of deficient investment outlets and high liquidity preference, the tax 
proposal has more to recommend it. Even here, however, it is doubtful that a 
moderate tax would furnish much stimulus to economic activity. In periods of 
deficient investment, the volume of capital expenditure is likely to be highly 
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inelastic in response to changes in the pure rate of interest, since the low level of 
profitableness, of much existing capital equipment, 

provides a barrier to the resumption of physical capital outlays which even a con. 

siderable decline in high-grade bond yields, can do little to mitigate. 

Despite this qualification, the taxation of money is by no means wholly with. 
out theoretical merit as a means of meeting the problem of secular stagnation. 
Unless the demand for capital is absolutely inelastic, the tax, if placed high 
enough, could be made to have a significant effect on physical capital outlays, In 
the judgment of the writer, however, there are other more promising ways of 
meeting this type of problem. In seeking to lower the cost of loanable funds, 
it would be better to try to reduce rates in those sectors of the capital market 
which have an intimate bearing on capital expenditures. For example, a further 
lowering of residential mortgage rates would undoubtedly contribute to the ex- 
pansion of construction activity. Finally, a broad field of opportunities for so- 
cially productive and non petitive public investment remains to be exploited. 
One can scarcely hold that the whole range of investment outlets has become 
deficient until this field | lergone far fuller development. 


Don Humphrey, commenting on investment opportunities, pointed out that 
investment had probably gone into rigid price industries to an important extent 
during the boom period and he thought an investigation of investment on the 
basis of this classification would be significant. He also stressed the complementary 
devices to be utilized in conjunction with central banking policy. Ellsworth agreed 
as to the necessity of a public works program in time of slump but reaffirmed 
his view that industries relatively undeveloped during the preceding boom may 
offer promising investment outlets. It was observed, in opposition to Humphrey's 
argument, that tin, a commodity subject to rigid price control, for example, had 
not provided a favorable investment outlet 


Gerhard Colm expressed some optimism as to the stimulating effects of a 
public works program on private investment and suggested that these effects be 
termed “‘tertiary’’ to distinguish them from the “primary” and “secondary” ef- 
fects of the Kahn-Keynes analysis. He also questioned the adequacy and feasi- 
bility of a five-year budget } 


Gunnar Myrdal stated tl veden’s budgetary plan does not call for a five- 
year plan, but it permits lefinite deficit and the five-year period is utilized 
for distributing the def ounting purposes. He emphasized also the im- 
portance of institutional ; in determining the so-called “tertiary” effects. 


Paul Studenski pointed that examples of the dual budget system, bear- 
ing some analogy to the capital and running budgets of Sweden, are to be found as 
an independent development in some state and municipal budgets in the United 
States. He also observed that borrowing for relief purposes by local and state 
governments is frequently | 1 to short-term obligations. 

Henry H. Villard emp! | the desirability of utilizing taxation as a 
compensatory device. He also questioned Samuelson’s position with respect to in- 
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come velocity, observing that a significant relationship must exist between deficit 
spending and velocity. Myrdal stated at this point that Sweden was prepared to 
reduce taxes in future depressions. Samuelson, in reply to the comment on ve- 
locity, stated that velocity appears as a resultant, but he conceded that analysis 
of the effects of deficit spending might be undertaken from the velocity angle. 


J. M. Clark questioned whether the proposal to tax hoarding should be judged 
so largely in terms of Dahlberg’s plan, emphasized by Depres. It was suggested 
by another commentator that recent sales of Treasury bills at a premium, attribu- 
table in part to state property taxes on deposits, provided an illustration of the 
stimulus given to investment by the taxation of hoarding. The observation was 
also made that the taxation of hoarding provided a means of establishing a nega- 


tive rate of interest in periods when very low positive rates are ineffective in stimu- 
lating investment. 
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INDUSTRIAL RELATIONS 
A. Howarp MYERS, Chairman 


The Chairman opened the discussion with a statement that the insecurity of 
employment and the loss personal contact in employer-employee relations 
threatened the stability of our traditional American way of living and working 
together, that social security, public works, collective bargaining, and national 
labor standards statutes | help in adjusting but could not resolve these 
problems. 

The first paper of the meeting, given by LLoyp G. REYNOLDs, dealt with “Pro- 
posals for an Annual Was It pointed out that annual wage plans may be di- 
vided into two main gro 

1. Guaranteed income f Che General Motors Corporation, for example, 
now undertakes to make to laid-off workers which must be repaid when 
the man returns to work. §S nemployment compensation schemes now exist 
in all states, it is doubtful whether workers benefit very much from company plans 
of this type. 

2. Guaranteed employme ins. The term “annual wage” should probably 
be reserved for plans of this type which attempt to cope with the problem of 
irregular employment. This group may be subdivided into (a) those which guar- 


antee steady work—for example, the Procter and Gamble and the Seaboard Air 
Line plans. A plan of this type, if applied to the entire working force, implies 
the elimination of seasonal fluctuations of production. (b) Where seasonality 


cannot be eliminated, it may still be possible to guarantee a fixed amount of work 
during the year. The Hormel Company, for example, contracts with the members 
of each department for at 11 volume of output. The hours worked vary 
greatly from season to season and even from day to day, but employees receive 
equal weekly pay checks throughout the year. 

Cyclical variability of pr tion constitutes the greatest obstacle to the spread 
of guaranteed employment Producers of steel or machinery, for example, 
would be assuming a great risk in making their wage bill a fixed cost for a year 
in advance. In such industs s building and clothing, moreover, the business 
of a particular firm may fluctuate greatly even though the total output of the in- 
dustry remains constant. The risk assumed by the employer under a guaranteed 
employment plan can be reduced by safety-valve provisions, but this reduces cor- 
respondingly the security of the worker and thus impairs the character of the plan. 

Industries producing stay onsumer goods, and the marketing and service 
occupations, probably afford the best opportunities for guaranteed employment. 
Most of the workers covered by the dozen or so existing plans are engaged in 
producing standardized necessities—soap, men’s shoes, baby carriages, meat, 
canned vegetables, and the lik 

Joint negotiation of annual wage plans is desirable not only to protect the 
workers’ interest but also to forestall the suspicion with which workers tend to 
greet drastic innovations by management. The Hormel Company has a contract 
with a C.1.O. union, while the Seaboard Air Line has a contract with the Fed- 
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erated Shop Crafts. The understanding and approval of the plan which exists in 
these cases is evidence of the value of collective bargaining. 

The effect of guaranteed employment plans on the business cycle is not clear. 
The incomes of workers covered by such plans would be maintained for some 
time after the beginning of the recession. It must be considered, however, that 
the amounts paid out as wages may be withdrawn from other uses. An additional 
result would be the building up of large inventories during the life of the guar- 
anteed employment contract. When the contract expired, the contraction of the 
working force would be correspondingly severe; moreover, the reduction in the 
amount of part-time employment might have a tendency to reduce the total em- 
ployed in a particular plant. 

In concluding his paper, Mr. Reynolds pointed out that in spite of these un- 
certainties, the spread of such plans seems highly desirable. In relatively stable 
industries and in years of moderate prosperity, their promise of security can prob- 
ably be fulfilled. And the assurance of a steady income for even a year in ad- 
vance means much to workers’ happiness, to industrial efficiency, and to the sta- 
bility of community life. In the ensuing discussion, a number of labor leaders 
in the audience objected to annual wage plans as paternalistic and as antiunion 
when made effective by management without consulting labor. 


PHILIP TAFT presented the second paper on ‘Some Problems of New Union- 
ism in the United States.” Mr. Taft pointed out that the new unions may be de- 
fined as those labor organizations which have been formed since the latest upsurge 
of unionism beginning with the NRA. Some of these are affiliated with the 
American Federation of Labor, though the majority are affiliated with what is now 
the Congress of Industrial Organizations. The problems of the new unions in 
the American Federation of Labor concern mainly the federal locals that have 
been organized in response to the demands of the workers in the mass produc- 
tion industries. Their internal difficulties arise chiefly because they are surrounded 
by powerful craft and semi-industrial unions who have nominally pre-empted cer- 
tain trades and occupations and are always ready to assert their privileges and their 
rights. 

Many of the external problems are common to unions affiliated with the 
A.F. of L. or the C.1.O. In addition some important special problems exist. A 
number of the new unions operate in industries dominated by large aggregations 
of capital. Labor organizations had not been allowed to gain a foothold and 
consequently the workers have not had the time to build the institutions and de- 
velop the leadership indispensable for the efficient and orderly functioning of 
unions. Absentee management is also a problem for the new organizations. Away 
from the scene of operations, the controlling managers are frequently unaware 
of changed conditions and even when absentee managers have no desire to fight 
the new unions, the need to gain their consent for a new labor policy leads to 
needless delay which may exacerbate the already strained relations. 

In many cases firms recognizing labor organizations for the first time have re- 
fused to grant any advantage to union members in hiring which might encourage 
or compel the worker to support the union by regular payment of dues. 

This has created situations where even in cases where the union has been se- 
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lected as the collective bargaining agent, it is unable to collect sufficient dues and 
assessments to maintain its administrative staffs. Unless these new unions are to 
remain in a virtual state of dependence, they must devise methods and techniques 
to compel their members to pay their dues regularly. In this endeavor they can 
expect little assistance from the employers. A complicating factor in this regard 
is that many of the new unions operate in low-wage industries where even low 
dues may be a burden not easily borne. 

The new unions are also discovering that the skilled workers are not anxious 
to join with their unskilled fellow workers in one organization. Labor Board 
elections indicate that the skilled, in the majority of cases, prefer to join a craft 
rather than the industrial group. This attitude is not unreasonable, even if it 
is a negation of the wider solidarity of labor. A skilled worker—machinist—may 
find employment on a railroad, in a ship yard, contract machine shop, automobile 
plant, and a considerable number of others. It is, therefore, less expensive and 
troublesome to join one union which can render service and protection on all jobs. 
The division between the C.1.O. and the A.F. of L. prevents, for the present, 
the working out of an agreement which would recognize the desire of the skilled 
to remain independent, and yet allow for the working out of a common program 
which would allow for co-operation in solving mutual economic problems. The 
split between the A.F. of and the C.1.O. is even more serious. The mutual 
recriminations and charges inevitably lead to an unfavorable reaction among the 
workers. The large antiunion votes in elections for collective bargaining is un- 
doubtedly due to the internecine struggle in the family of labor. Moroever, the 
split has led to strike-breaking of one group against the other, and the forcing of 
workers off the job because they had joined the wrong union. 

The new unions also face the difficulty in that their members are employed in 
many instances by large corporations. A large union is only the more powerful 
when it faces small and scattered employers. The superiority of large numbers 
of union men when facit single or group of large employers is open to 
serious question. Even though the losses incurred by a large employer may be 
proportionately greater for a large than for a small employer, they can be more 
easily borne by the large one. In contrast the financial strain upon the union is 
very great, and the financial outlays by the union may average, in a strike of 
the magnitude of Little Steel, close to $100,000 a week. It means that such 
strikes become extremely difficult. This is where the new unions are more vul- 
nerable than the smaller craft groups. Moreover, the absence of exclusiveness 
has some serious drawbacks in this connection. A limited or exclusive union 
could improve the position of its members, at least in part, at the expense of 
its other workers. Under conditions where all are organized this becomes impossi- 
ble. The granting of a vertical wage raise might hamper an employer from operat- 
ing under existing price conditions or at least reduce his profit margin to a point 
where he might feel that a strike with the union is economically desirable. 

Some of the new unions have also assumed that wages were closely linked to 
the price structure and have attempted to prevent any pressure for lowered prices 
in fear of their repercussions on wage rates. Even though the interests of labor 
and the industry are closely tied together, it seems an error for the unions to use 
their political power to aid in the maintenance of monopolistic prices. 
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A number of the new unions have also embarked upon ill-planned organizing 
drives without prior educational campaigns among the prospective members. This 
has, in some instances, led to a temporary large increase in members followed 
by a precipitous decline, It might be that the new unions in the C.I.O. at- 
tempted to capitalize on the existing favorable sentiment, but such campaigns 
are not conducive to the slow and solid growth of union sentiment and institu- 
tions which is the greatest asset in periods of adversity. To what extent the local 
leadership is responsible for this situation cannot be estimated, but sufficient evi- 
dence exists to prove that inexperienced leaders have not made the solution of 
problems easier. In this connection, the split between the A.F. of L. and the C.1.O. 
has played a decisive rdle, for the C.I.O. was prevented from using many sympa- 
thetic, experienced local leaders who would have avoided the impetuous and hasty 
action of many organizers for the new unions. The latter have needlessly antag- 
onized other labor groups, invaded old and organized jurisdictions, and have 
widened the breach within organized labor. Moreover, the need to recruit or- 
ganizers hastily has forced the C.I.O. to employ many who were not union- 
minded and to whom the union was only a means of agitating for a left-wing 
political program. Organizers and local leaders following the trade union line of 
the Communist Party are a real problem in a number of C.I.O. unions. Not only 
are they primarily interested in the advancement of political aims, but their 
presence is responsible for the formation of other factions with the result that the 
interests of the unions are neglected for the advancement of factional advantage. 

The presence of these irresponsible groups has had its effect on employer 
relations. Contract violation and failure to use the machinery of conciliation has 
been admitted. The older and wiser leaders recognize the folly of such tactics, 
and they have fought against them. However, employers by their refusal to co- 
operate and give more than grudging recognition to the new unions encourage the 
irresponsible elements and make the task of the conciliatory leaders more difficult. 
The top leaders recognize that they have a stake in industry, and they have tried, 
as in the steel industry, to encourage employer-employee co-operation so as to 
eliminate waste and improve methods of operation. It is only the policy of the 
older and more experienced leaders which will prevent a high rate of infant 
mortality among the new unions. 

Mr. Taft’s remarks caused considerable discussion, particularly on the part of 
the union officers in the audience, who objected to the emphasis on the deficiency 
of the movement. During this discussion, Mr. Edwin Witte made an extemporane- 
ous plea for unity in the labor movement in 1939. 


The final paper of the meeting was presented by WILLIAM GoRHAM RICE, 
Jr.t It dealt with “The Significance under the National Labor Relations Act of 
Contracts between Employers and Their Employees or Their Employees’ Represen- 
tatives.” It pointed out that the central aim of the National Labor Relations Act 
is the facilitation of collective contracts, but the NLRB has no concern with the 
enforcement of these collective contracts. Its job is to facilitate their creation by 
redressing unfair labor practices of employers and by determining employee rep- 
resentation for their negotiation. 


‘To be published in full in the March issue of Michigan Law Review. 
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contracted for its members only. That a statutory contract, especially if for a 
dosed shop, could stand when made by an employer-favored union, even though 
, national organization, is improbable. This partial reversal of the Board’s order 
in the Consolidated Edison case seems to me to have no wide implications. The 
court, moreover, expressly states that the continued operation of the contracts 
which it thus saves “‘is necessarily subject to the provision of the law by which 
representatives of the employees for the purpose of collective bargaining can be 
ascertained.” 

Thus it appears that even valid collective contracts, when not made in the 
exercise of the exclusive bargaining right of Section 9, are subject to the exercise 
of that right. This dictum confirms the well-settled course of the Board’s prac- 
tice of not allowing such nonstatutory collective agreements to hinder represen- 
tation proceedings. 

(3) Should a statutory contract have more enduring effect? So far the Board 
has never answered this question in either of its two types of proceedings. It has 
never ruled whether it would be an unfair labor practice for an employer to carry 
out a statutory contract despite a change of employee preference. In the few cases 
where the question has been presented, the Board has found that the employer's 
conduct was not justified by the contract that he invoked. It has never ordered 
him to repudiate or to violate such a contract. On the other hand, it has never 
freed him from the charge of unfair labor practices merely because his conduct 
was in conformity with such a contract made with a union which then was statutory 
representative but is no longer the choice of the majority. In the Peninsular and 
Occidental $.S. Company case, the Fifth C.C.A. called it “a valid existing agree- 
ment” which, “no other bargaining agent having been designated by the Board,” 
the company was bound to apply. Though this was only dictum, it announces 
a rule which seems sound; namely, that a statutory contract remains effective ac- 
cording to its terms until the Board certifies a new representative. 

Is it any bar to such a new certification? The Board has not yet had to make 
a square decision. It has disregarded most such contracts, but always for special 
reasons. It has in some cases refused to disturb them; but always for special 
reasons. So it may still make either an affirmative or a negative answer to this 
third question. Its dicta are likewise inconclusive. 

But it has found a great variety of situations for disregarding statutory con- 
tracts. It disregards them, of course, if made by an employer-favored union or a 
minority-choice union. It disregards a statutory contract if made after a petition 
for a representation inquiry has been presented to the Board by a rival union, 
or even (in Colonie Fibre Company) if made after the rival union has notified 
the employer of its claim. And it applies this rule even to automatic renewals 
of a standing contract. It naturally is not deterred by a standing contract without 
terminal date; that is, that may be ended only by notice of a party, or with a 
remote terminal date. It therefore disregarded in Metro-Goldwyn-Mayer Com- 
pany and in Columbia Broadcasting Company five-year contracts which had been 
in force for over a year. 

It disregards contracts if they cover improper units for bargaining; the Board 
will decide what is the proper unit. On the other hand, the course of bargaining 
is a strong indicator of what unit is appropriate; hence the Board frequently in- 


SSS 
| 
| 
| 


vokes contracts as a | 
recent striking case « 
it held that the expr 
their express assent t 
year's duration—was a 1 
till the contract was al 
When a contract is « 
tive, but perhaps only 


conditions after the expirati 


is not so restricted. In sos 
contract has expired or 
that this was the purp 

Not only is the int 
employee preference 
remains uncertain. Are tl 
agents, and the emp! 
employer? The latter \ 
to the labor relations 
contracts in this respect 
Act, as clearly expounded 
this view is that a change 
alter it so as to make the 
Early NLRB decisions ex 
it, but certainly do not 


the Todd-Johnson Dry 


months after certification 
contract, but, stating that 
until more than a year had 


in Economic Association 


w unit determination, Admiar Rubber Company is a 


And in Superior Electrical Products Company 


of the employees now sought to be segregated— 


king of the existing contract which had only one 


yn for not considering a new unit of representation 


expire, the Board often certifies a new representa. 
purpose of enabling it to negotiate concerning 
date, though the certificate issued by the Board 
s the Board has delayed decision until an existing 
in a few weeks of expiring; but it has never said 
ts delay.? 
f statutory contracts to stand against changes in 
ubt, but the underlying theory of these contracts 
zreements between the employees, acting through 
are they agreements between the union and the 
5 the clear law of collective labor contracts prior 
statutory contracts different from other collective 
former view is that embodied in the Railway Labor 
e National Mediation Board. One consequence of 


f representative does not affect the contract except to 


epresentative its administrator for the employees. 
accepted this view. Later ones do not repudiate 


ks, Inc., case, the Board entertained a new petition six 
fferent union and three months after effective date of 
e new petition should have been dismissed, waited 
first certification before issuing decision. (A.H.M.) 


Sui 
by th 
ery,” 
the E 
the P 


W 
patis 
cause 
vince 
addit 
capit 
insta 
to su 


236 
Tl 
signi 
been 
of t 
of a 
F 
seen 
red 
Hot 
of 1 
ext 
met 
per 
hig! 
of 
pro 
of 
unt 
] 
sm; 
cal 
bee 
inc 
po! 
anc 


WAGES AND HOURS IN RELATION TO INNOVATIONS AND 
CAPITAL FORMATION 


Z. CLARK DICKINSON, Chairman 


Summaries of the following papers read at this round table were submitted 
by the speakers: “The Effect of High Wages upon the Introduction of Machin- 
ery,” by Witt Bowden; “The Effect of Modern Technological Conditions upon 
the Employment of Labor,” by Edna Lonigan; “Minimum Wage Legislation and 
the Problem of Wage Differentials,” by Merrill G. Murray. 


Witt BowDEN: If employers are convinced that wage levels are high in com- 
patison with costs of capital equipment or techniques, this view may tend to 
caus¢ a substitution of capital for labor. On the other hand, if employers are con- 
vinced that labor costs are too high for profitable employment of labor even with 
additional laborsaving equipment, this view may tend to retard investment in 
capital goods. But what employers and their bankers decide to do in specific 
instances will be determined by influences much more complex than the desire 
to substitute cheap machinery for dear labor. 

The primary and most vital motive is the desire to take advantage of market 
demands; and the bearing of wages on the working out of this motive varies 
significantly from period to period and also from employer to employer. Many 
technological changes that have more or less incidentally reduced labor costs have 
been primarily connected with the conserving of materials, the improvement 
of the product, the use of a newly discovered process or product, the building 
of a plant in a new location, or replacement due to wear and tear, obsolescence, 
and competition. 

Financial conditions as distinguished from general economic conditions have 
seemed favorable in recent years to investment. Interest rates have been greatly 
reduced and prices of capital goods have been consistently below the 1929 level. 
Hourly wages, on the other hand, have risen above the 1929 level. The amount 
of new funds used for domestic investment since 1929 has nevertheless been 
extremely slight. And yet there has been a vast amount of technological improve- 
ment since 1929, There have been extensive reductions in the labor required 
per unit of output. Durable goods production in 1937 reached almost the same 
high proportion of total production in manufacturing as in 1929. The output 
of industrial instruments for indicating, recording, and controlling production 
processes has risen significantly, and there has been a remarkable expansion 
of the machine-tool industry. There is much excellent capital equipment that is 
unused or inadequately used. 

Recent improvements in the capital structure have required an unprecedentedly 
small volume of new investment, partly because of the nature of recent technologi- 
cal changes. These have emphasized economies in the use of capital and have 
been largely incidental to the use of depreciation and replacement funds. New 
industries, to be sure, may call now and then for new savings; but existing cor- 
porations are increasingly able to handle the development of new products 
and new industries by use of their depreciation and replacement funds and of 
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services produced by adequate employment depends vitally on increasing rather 
than reducing the income of the wage earning classes. Increases are particularly 
effective of course when they can be brought about by raising the lower wage 
rates and by stabilizing employment. 


EDNA LONIGAN: Technological changes affect the employment of labor in 
three distinct ways: installation of new machines; management changes, which 
tighten the over-all organization of plant or industry; and changes in the gen- 
eral level of employment after all the effects of technological change on costs, 
prices, and markets have had time to take effect. Contrary to general belief there 
is no necessary connection between laborsaving and a falling general level of 
employment. 

In practice, mechanization generally accompanies rising, not falling, employ- 
ment. The employment records of the New York State Department of Labor, 
which cover two business cycles preceding 1933, together with state employment 
figures from Illinois, Wisconsin, Minnesota, Ohio, and Massachusetts, furnish 
no evidence that mechanization as such causes falling employment. There is no 
basis for the deep wave of pessimism among workers over spread of the machine. 

The most important element in laborsaving was not that due te machines or 
to new specific processes, but rather that due to improvements in the over-all 
organization of industry. That was the result not of invention but of the rise of 
management to power in industry as an aftereffect of war-taught skills in organi- 
zation. The influence of management was directed chiefly to the saving of time, 
and the more perfect functioning of the various parts of the total operation from 
raw materials to sales. Man-hours were saved, even where no changes in process 
occurred. 

The most powerful stimulus to this tightening of organization was the high 
indirect costs of labor. Management experts discovered that when they replaced 
two less efficient workers with one efficient one, they saved not only the man’s 
wages, but the costs of supervision, of space, of extra machines, of spoiled ma- 
terials, and of lockers and washrooms. They also saved part of the nuisance cost 
involved in the stresses arising from various protective devices involving dealings 
with government, labor, or other agencies, which were very costly in time and 
nervous tension. The great bulk of labor saving had little to do with machinery. 

Even so the total supply of employments should still have been rising, with 
new employments compensating for relative declines in other industries. The 
normal tendency is for technological advance to create more, not fewer, sources 
of employment. If higher employment does not follow, it is due to some mal- 
functioning of the price, debt, or investment system. The falling employment 
level might better be called “price unemployment” and the misleading phrase, 
“technological unemployment,” be abandoned for good. 

The absence of compensatory employments in the 1920's was primarily the 
result of the post-War fallacy of stable prices. The war-born faith in the stable 
price level was creating the greatest of all our inflations at a time when war-born 
technologies were flooding the country with goods whose cost was falling. This 
high production should have meant rapidly falling prices and rising consumption 
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for all classes. The marginal increase in income could have created the new em. 
ployments in the mass production of consumers’ necessities and semi-luxuties, in 
services, and in recreatior 

The fundamental change in the employment cycle occurred not in 1929, but 
at the end of 1924. Our present unemployment is not the result of the machine 
nor even primarily of the business cycle. It is organic unemployment due to 
disorders in the vital organs « r economy. 

The causes of falling general employment are complex and involve the total 
economic system. Basic for all remedies is first a clear distinction between two 
types of forces, first tl ury but disintegrating forces of invention, progress, 
and change, and, secot iexplored reintegrating forces. The latter are the 
forces which serve ti new balance in the total economic system, after 
progress and inventic troyed the old balance in the old situation. 

One of the most us¢ rating forces, historically, has been falling prices 
for goods whose cost of production was falling. The second integrating force 
is more rapid obsoles: lebt and a falling interest burden. Another is the 
more and more rapid v of areas of new investment, to compensate for 
the smaller relative n t labor and capital in industries showing marked 
technological gains, wit improvements in our investment machinery as that 
requires. The fourth i examination of all protective programs, whether 
sponsored by govern: bor, philanthropy, or industry, to determine their 
nuisance cost and to kee it cost as low as possible, by sound design and effec- 
tive functioning. Until ¢! other equally powerful reintegrating forces are 
established there must mic stress and human suffering. 

Studies of the trends ir ire and in need from 1914 to 1930 show that no 
welfare program can long pay the cost of a truly declining economic system. 
Only full employment, which perpetuates itself out of its own productive earm- 
ings, will suffice to remed nental weaknesses in the employment structure. 

MERRILL G. Murray: Whether one holds to the marginal productivity theory 
or its variants or to the tutional school of thought, one can contend that a 
minimum wage, if wisely ined, need not in the long run narrow the differ- 
entials of skilled labo: ing above the minimum if these differentials are, or 
have been, properly de ed. But it may also be true that, whether the mini- 
mum wage is set at mically high level or not, differentials between 
unskilled and skilled labor will be re-established, since each occupation will 
resist relative degradatior ymparison with occupations it is accustomed to 
consider its inferiors. Ii latter event occurs, the long-run or even possibly 
the immediate effect may be to increase unemployment, although it may be 
difficult to trace cause and effect directly. 

Under the National Industrial Recovery Act, there was a uniformly large 
increase in average hourly ngs for both common labor and all labor in seven 
major industries examined. Of the seven industries—automobile, electrical, 
leather, lumber, petroleum refining, and slaughtering—all showed a widening 
in the differentials between common labor and all labor in terms of differences 
in cents per hour, and in the one exception, cement manufacturing, the differen- 
tial narrowed by only six of a cent per hour. The proportionate or per- 
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centage change in differentials was smaller for all labor than for common labor 
in four of the seven industries. Differentials increased both absolutely and pro- 
portionately in the automobile, petroleum refining, and leather industries. If the 
earnings for common labor could be taken out of the rates for all labor, these 
relative losses in differentials might have been considerably narrowed. 

Although there were concentrations about the minimum in low wage industries, 
such as the textile, tobacco, and boot and shoe industries, such concentrations can 
easily be explained as the immediate result of an enormous increase in unskilled 
rates. In these low wage industries, rates widened above the minimum after the 
first shock of the introduction of the codes. 

Parenthetically, it may also be questioned whether a narrowing of differentials 
may not be a healthy occurrence when unskilled labor rates are abnormally low. 
There have been all too many instances of an excessive differential in rates be- 
tween unskilled and skilled labor in this country. 

In a study by the Women’s Bureau of the U. S. Department of Labor* of the 
operation of minimum wage legislation from 1912 to 1927, not the slightest 
tendency was found for the minimum to become the maximum. This may not 
be so significant, since the period was one of a general rise in wage rates. But 
more significantly, in the two states (California and Arkansas) and the District 
of Columbia where there was a considerable advance over going rates in establish- 
ing the minimum rates, there was a general rise in actual rates and earnings for 
the whole group of women in the industries affected. In the other seven states 
studied, the minimum was usually below the going rate so that there was little 
evident effect upon the wage structure; the main benefit seemed to be that the 
wages of any grossly underpaid women were raised to the minimum. 

In a more recent report? made by the Women’s Bureau in 1937, additional 
evidence is given that there is no tendency for the minimum to become the maxi- 
mum and some evidence that the proportion earning over the minimum rate tends 
to increase. 

Detailed study has failed to demonstrate any tendency for minimum wage rates 
to eliminate entirely the differential between unskilled and skilled labor rates. 

On the other hand, while there is a tendency in some industries, particularly 
in low-wage industries, for wages to concentrate initially about the minimum 
wage and for wage differentials to be narrowed, there is clearly evident a further 
tendency for customary differentials between unskilled and skilled wage rates 
to be re-established. And there is evidence that in other industries, particularly 
high-wage industries, after a minimum wage is set differentials are maintained 
and even widened. 

It seems then that we need not worry much that a minimum wage will make 
the minimum the maximum or will even narrow wage differentials permanently. 
But this may lead some to conclude that they should worry for fear minimum 
wages may be set too high, since the combination of forcing low wages up and 
the concomitant raising of differential wages may bring the total wage bill to 


‘The Development of Minimum-Wage Laws in the U.S., 1912 to 1927,” Bulletin of 
the Women’s Bureau, No. 61. ; 
; *The Benefits of Minimum Wage Legislation for Women, Women’s Bureau (mimeo.) 
Mar., 1937. 
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RELATION OF WAGE POLICIES AND PRICE POLICIES 
EARL J. HAMILTON, Chairman 


At the round table the following papers were read: “Comparison of Move- 
ments of Pay Rolls in Flexible and Inflexible Price Industries,” by C. Emery 
Troxel; “Does the Cyclical Adjustment of Money Wage Rates Produce Cor- 
responding Changes in Prices without Affecting Employment ?”, by Henry Oliver, 
Jr.; “Do Current Tendencies in American Labor Organization Tend to Promote 
Price Rigidity ?”, by George W. Taylor. 


C. EMERY TROXEL undertook the statistical task of measuring the relative 
amplitude of pay roll changes according to price flexibility, with interest focused 
on the general conclusion that declines in demand for commodities are reflected 
in varying proportions of output and price contraction. 

Pay roll and price data were gathered for about half of the ninety-odd industries 
for which the Bureau of Labor Statistics has reported monthly pay roll indexes 
in recent years. It was possible to obtain price data for forty-six of these pre- 
dominantly manufacturing industries for the 1922-29 period and for fifty-one 
of them for the 1929-36 period. 

Some of the industries during the depression period had a high pay roll varia- 
tion and relative smallness of price flexibility; for other industries the price 
fluctuations were wide and frequent, but the pay roll change was relatively slight. 
For the agricultural implements industry between 1929 and 1936 the pay roll 
amplitude figure was 161.7; whereas the price-amplitude and price-frequency 
figures were 16.5 and 8.2 respectively. Other industries ranking high in pay roll 
flexibility and low in price flexibility were: structural and ornamental metalwork, 
steel works and rolling mills, tool, aluminum, coal mining, automobile, rubber 
tire and tube, carpet and rug, and pottery. The other extreme was exemplified 
by the meat-packing and petroleum-refining industries which had price amplitudes 
of 108.8 and 108.0 and pay roll amplitudes of 42.9 and 39.9 respectively. Other 
industries in the latter category were: canning and preserving, butter, leather, 
flour, and cotton goods. 

It might be expected that some industries would have either high price and 
high pay roll amplitudes or low price and low pay roll flexibility. Though the 
pay roll fluctuations in the brick and tile, sawmill, and millwork industries were 
among the four highest for the depression period, their price amplitudes ranked 
twenty-eighth, thirty-fourth, and thirty-sixth, respectively. 

The data for 1922-29 show some of the same features as those for the depres- 
sion. There were, for instance, some industries with high pay roll and low price 
flexibility. But there were more irregularities among the data, i.e., there were 
more instances of both low pay roll and price variation. This is understandable 
because of the increased output of durable goods, products which appear to have 
been largely in the administered-price class. 

The preceding comparisons do not affirm or deny an inverse relationship 
between pay roll fluctuations of industries and rigidity in the prices of their 
products. Scatter diagrams of these data for the depression period do not reveal 
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of poorly timed reductions or persistent maintenance of prices contributes in turn 
to an intensification of the maladjustment. 


HENRY OLIVER, JR., considered three questions: (1) is wage reduction a 
prerequisite of price reduction; (2) does wage reduction result in price reduc- 
tion; (3) what are the effects of wage reduction upon the volume of employment. 

The argument that wage reduction is a necessary forerunner of all price reduc- 
tion reflects an oversimplified version of conventional marginal analysis. This 
version assumes that all variable costs can be reduced to wages, that firms produce 
at increasing marginal costs, and that price is equal to marginal cost. 

Neither the assumptions nor the conclusions of the argument are justified. 

Variable costs are affected by agricultural and other independent-producer 
prices as well as by wage rates. Moreover, in the manufacturing and construction 
industries, where the demand for wage reduction is usually the greatest, the prices 
of raw producers’ goods form an important element of variable costs which 
manufacturing wages do not affect. 

The assumption that industry is producing at increasing marginal costs is 
contrary to recent statistical evidence, which suggests that at least since 1933 
most firms have been operating at decreasing marginal costs. Comparisons of 
Bureau of Labor Statistics man-hour employment figures and Federal Reserve 
Board production figures indicate that recently man-hour output has usually varied 
directly with total output. 

If firms do operate at decreasing marginal costs, they could lower prices merely 
by increasing output ; and, if lower prices really would significantly increase sales, 
they would go a long way toward making themselves possible. 

Furthermore, if firms operate at decreasing marginal costs, prices are not 
identical with the marginal cost figures; for, if a firm operates at decreasing 
marginal costs, a price equal to marginal cost would not allow it to meet even 
all its variable expenses. Thus, price is determined by profits and by returns used 
to cover overhead as well as by variable costs, and price reductions could be 
secured by reductions in these items. 

How great a price reduction could be secured through the lowering of non- 
wage variable expenses, through the increasing of output, and through reductions 
in profits and returns used to cover overhead, depends upon whether the economy 
as a whole, or merely one segment of it, is considered. In the field of manufac- 
turing, and especially in particular manufacturing industries, the price cuts that 
could be secured without wage cuts in those particular fields are greater than the 
price cuts that could be secured without wage cuts in the economy as a whole. 

If firms do not cut wages for the purpose of cutting prices, price reductions 
need not necessarily follow. And during 1929-33 the reduction of losses, rather 
than the lowering of prices, seems to have been the purpose of the wage de- 
creases, 

Perhaps the strongest evidence to support this claim is found in a comparison 
of pay rolls and other cost items in specific manufacturing industries. In few 
industries do pay rolls constitute more than 25 per cent of the total value of 
product ; the average figure in manufacturing industries is only 17 per cent. Thus 
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so far lacks a unified program designed to raise the general standard of real 
wages. 

There is no need to demonstrate the partial interdependence between prices 
of commodities and labor cost. But there is a fundamental need for studies show- 
ing more precisely the relation, in representative industries, between the various 
elements of manufacturing costs and retail prices. 

Even in the absence of the needed factual evidence, it is logical to assume that 
the price of an article or of a service to the consumer is ordinarily dependent 
upon a host of factors, many of which may have far greater influence than labor 
costs. Rigid labor costs can seldom be the sole cause of rigid prices. Competent 
economists have concluded that the maintenance of rigid labor costs in coal mining 
and the building trades is a major cause of rigid prices and of a restricted con- 
sumer demand. On the other hand, rigid prices have been quite typical of certain 
nonunionized industries. 

Since data are inadequate to relate wage policies to prices, it is pertinent to 
consider whether collective bargaining results in a rigidity of labor cost and 
thereby tends to cause a rigidity of price. One must carefully distinguish between 
the maintenance of labor costs that represents stability from that which leads to 
unemployment and reduced consumption. The establishment of fixed labor costs 
and standards to prevail for several months, or even a year, may be highly de- 
sirable, particularly if such standards apply generally throughout an industry. 
Even this distinction does not explain away the fact that collective bargaining 
has, in some industries, resulted in a rigid maintenance of the cost of labor, even 
when the volume of production has been declining and when unemployment has 
been increasing. Is it at all possible that adherence of unions to such policies has 
resulted partially from our inability to show, with any degree of precision, the 
relationship between labor costs, prices, and consumer demand ? 

When the organization drive is on, union policies are designed primarily to 
develop and maintain union strength. That often leads to the setting of wage 
rates on an inflexible basis and to a demand for terms that are pressed mainly 
because they are politically expedient. The process of organization typically in- 
volves such policies as: (1) employer initiated increases of wage rates to fore- 
stall unionization; (2) insistence of newly established unions, through the exer- 
cise of sheer economic pressure, upon rate increases and improved conditions of 
work; (3) union maintenance of wage rates, in the face of declining production 
and employment; (4) inflexible administration of ‘organization agreements’’ 
as respects layoffs, shrinkage of working force, and similar questions, to the 
extent considered necessary by a union in maintaining its position with em- 
ployees. 

The widespread organizational efforts of labor unions within recent years have, 
in many industries, resulted in rigidities of labor cost in the face of declining 
production and employment. This has limited significance if it is typical only 
of the organization stage but much more fundamental aspects if such results are 
likely to prove permanent. 

Whatever the relation between wages and prices, a limited organization of 
labor could have but a minor effect upon total costs of production, prices, and real 
wages generally. Labor unions are now extending their membership largely on 
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MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION HELD IN DETROIT, MICHIGAN, 
DECEMBER 29 AND 30, 1938 


The first business meeting of the American Economic Association was held 
at 9:00 A.M., December 29, 1938, in the Hotel Statler, Detroit, Michigan, Presi- 
dent Hansen presiding. 

The minutes of the meeting of December 30, 1937, were approved as printed 
in the Proceedings of the Fiftieth Annual Meeting, pages 159-60. 

The following reports were read and approved: 


1. The Secretary. (See p. 252) 
2. The Managing Editor. (See p. 257) 
3. The Treasurer. (See p. 259) 
4. The Finance Committee. (See p. 261) 
5. The Auditor. (See p. 264) 


The President appointed Roy G. Blakey, of the University of Minnesota, 
Ernest M. Patterson, of the University of Pennsylvania, and Harry G. Brown, of 
the University of Missouri, as a Committee on Resolutions. 

The following informal report of the Joint Committee on Income Tax Statistics 
was read by the Secretary in the absence of J. F. Ebersole: 


At the annual meeting in December, 1937, the American Economic Association and the 
American Statistical Association continued the existing Joint Committee with the same 
membership as in 1937. The Presidents of these two Associations suggested that the Amcri- 
can Institute of Accountants be invited to participate and Mr. Clem W. Collins, president 
of the Institute, appointed Mr. Henry B. Fernald, Mr. Norman L. McLaren, and Mr. Robert 
H. Montgomery as their representatives. It has been the intent of the Chairman that the 
entire Conmittee with its new members be brought together during the present calendar 
year with a view to its reorganization but no suitable opportunity for such a meeting has 
appeared and it is now intended that a general reorganization shall take place early in 1939. 

Early in 1938 the United States Treasury asked the Chairman of the Joint Committee to 
serve as Chairman of an internal committee of the Treasury commissioned to go over at 
length certain proposed changes in the tabulations for Statistics of Income. As work upon 
this Treasury survey progressed the Chairman submitted to the members of the Joint Com- 
mittee by mail certain suggestions which had been raised, asked for criticism of these sug- 
gestions and for other suggestions. The time schedule under which the Treasury survey 
was carried out rendered difficult arrangement for a general meeting of the Joint Com- 
mittee to go over at a single session the long list of particular suggestions. The Chairman 
of the Joint Committee, therefore, sought to arrange for his own participation and the par- 
ticipation by correspondence of the other members of the Joint Committee in such a manner 
as to render the Joint Committee most effective as an aid. It is now anticipated that early 
in 1939 the Joint Committee can have a meeting at which a considerable list of suggested 
changes in tabulations, some of which have been proposed by the newly appointed members 
from the Institute, will be considered. 

It is recommended that the two Associations and the Institute continue the Joint Com- 
mittee during 1939. 


The report was accepted and the recommendations of the Committee approved. 


Alvin H. Hansen reported orally that little progress had been made in solving 
the problem of establishing a permanent secretariat of the Association and rec- 
ommended that this matter be placed in the hands of the incoming administration. 

It was voted to discharge from further duties our representative, L. C. Marshall, 
on the Business Research Council. 
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It was voted to approve the recommendation of the Executive Committee to 
amend the by-laws advancing the balloting for officers to October 1 instead of 
November 1 by substitut nye in Section III, Paragraph 2, line 6, the word “Sep. 
tember” for “October’’ and Paragraph 3, line 1, the word “three” for the word 


two. 
Adjourned. 


The second business meeting of the American Economic Association was held 
at 9:00 A.M., December 30, 1938, in the Hotel Statler, Detroit, Michigan, Presj- 
dent Hansen presiding 

The minutes of the meeting of December 29, 1938, were read and approved. 

The following report of the Committee on Resolutions was read and approved: 


WHEREAS, The members of the American Economic Association, meeting in its fifty-first 
annual session, December 28-30, 1938, in the city of Detroit, Michigan, desire to express 
appreciation to those who have been chiefly responsible for the success of the conference; 
therefore be it 

Resolved, That the Secretary be instructed to convey the thanks of the members of the 
Association for the excellent preparations made for the meeting and for the manner in 
which the details have been handled throughout the session to Professor R. P. Briggs and 

Local Arrangements, to the Detroit Convention and Tourist 
Bureau for the publicity giver the program and the activities of the Association, and to 
the others who participated in making the meeting a success; and be it further 

Resolved, That we extend to the officers and Executive Committee of the Association and 
the Program Committee, especially to Professor F. B. Garver, and to the participants in the 
program our appreciation for their services and contributions to the deliberations of the 
Association; and be it finally 

Resolved, That we extend to the management of the Hotel Statler our thanks for the facili- 
ties placed at our disposal and the co-operation which aided so greatly in insuring the 
success of our meetings. 

Roy G. BLakey, Chairman 
ERNEST M. PATTERSON 
Harry GUNNISON BROWN 


The Secretary presented the certification of election: 


In accordance with the by-laws on election procedure, I hereby certify the results of the 
recent balloting, and present the reports of the Nominating Committee and the Committee 
on Elections. 

sisting of Alvin S. Johnson, New School for Social Re- 
search, chairman, Ray, B. Westerfield, Yale University, James W. Angell, Columbia Uni- 
versity, Calvin B. Hoover, Duke University, Frank D. Graham, Princeton University, Edwin 
E. Witte, University of Wisconsin, and Bernard F. Haley, Stanford University, presented 
to the Secretary the following list of nominees for the respective offices: 


For President 
Jacob Viner 
Albert B. Wolfe 


For Vice-Presidents 
Paul H. Douglas 
Willford I. King 
Dennis H. Robertson 
John H. Williams 
For Executive Committee 
Ewan Clague 
Harry D. Gideonse 
Paul T. Homan 
Ray B. Westerfield 


For American Council of Lea societies Representative 
Frank H. Knight 
Isaiah L. Sharfman 
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For Social Science Research Council Representative 
Alvin H. Hansen 
Winfield W. Riefler 


The Committee on Elections prepared biographical sketches of the various candidates and 
ballots were distributed early in November. The canvass of the ballots was made on Decem- 
ber 10, 1938, and the results were filed with the Secretary. 

From the report of the Committee on Elections I have the following information: 


Number of envelopes without names for identification 34 
Number received too late to count 20 
Number of defective ballots 0 
Number of legal ballots 1,425 


Number of returns from the mail ballot 1,479 


On the basis of the canvass of the votes cast, I certify that the following persons have 
been duly elected to the respective offices: 


President (for the term of one year) 
Jacob Viner 


Vice-Presidents (for the term of one year) 
Paul H. Douglas 
John H. Williams 


Members of the Executive Committee (for the term of three years) 
Paul T. Homan 
Ray B. Westerfield 


Representative to the American Council of Learned Societies (for a term of four years) 
Frank H. Knight 


Representative to the Social Science Research Council (for a term of three years) 
Alvin H. Hansen 


JAMES WASHINGTON BELL, Secretary 


Adjourned. 
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REPORT OF THE SECRETARY OF THE ASSOCIATION 
FOR THE YEAR ENDING DECEMBER 14, 1938 


The following report includes the minutes of all meetings of the Executive 
Committee held during the year 


1. Minutes of the second meeting of the 1938 Executive Committee: 


The second meeting of the 1938 Executive Committee was held at the Hotel New Yorker, 
New York City, at 9:00 A.M., March 12, 1938. There were present: President 
presiding, Miss Newcomer and Messrs. Bell, Brown, Dewey, Garver, Goodrich, Graham, 
Haig, Johnson, and Mills 

Voted: To approve the minutes of the December 30, 1937, meeting as printed in the 
Proceedings of the Fiftieth Annual Meeting, page 163. 

Voted: To appropriate $1,000 for the preparation and printing of the 1938 handbook. 

It was decided to publish a more elaborate volume than has been customary heretofore, 
including additional information with regard to members of the Association; to wit, their 
university or institution, rank position, major field of academic interest, most important 
or indicative publication, etc 

Voted: To authorize the President to appoint, if requested, a representative of the As- 
sociation to the American Documentation Institute. 

Voted: To affirm the previous action of the Executive Committee on the Higgs’ bibliog. 
raphy (see pages 162 and 163 of the March, 1938, supplement of the American Economic 
Review, and to instruct the Secretary to explain to parties concerned the reasons for the 


conditions set forth in this motion 
Voted: To add the following names to the list of foreign honorary members: Dennis H. 


Robertson, John A. Hobson, David Davidson, Eli F, Heckscher, and Albert Aftalion and 
Edgard Allix (by mail ballot) 


The Secretary was instructed to furnish additional information at the next meeting con- 
cerning certain nominees for honorary membership presented but not voted upon. 

Voted: To ratify the mail ballot authorizing the publication of a statement in the Ameri- 
can Economic Review called for by postal regulations. 

Voted: To ratify the granting, by the Secretary (in accordance with a previous motion 
of the Executive Committee granting this power, March, 1939, supplement, page 256), of 
complimentary memberships to G. W. Mangold, F. H. McLean, and R. H. Towner. 

Voted: To submit to the next business meeting a proposal to change the by-laws govern- 
ing election procedure, permitting the date of nomination and balloting to be advanced one 
month, 

Voted: To confirm the appointment, by the President, of Robert P. Briggs as the As- 
sociation’s representative on the Committee on Local Arrangements for the 1938 annual 
meeting and of Robert C. Tu as his assistant. 

After considerable discus: f the program for the coming meeting, the following action 
was taken. 

Voted: To authorize an amount not to exceed $300 for mimeographing and distributing 
the main papers; to approve the expenditure of a moderate amount for stenographic assist- 
ance for the chairman of the Program Committee and traveling expenses of the members of 
the Program Committee for attendance at the meetings of that Committee; to authorize an 
amount not to exceed $1,000 to be put at the disposal of the President of the Association 
for the purpose of financing ¢ inary meetings with chairmen of round tables and other 
participants. 

Voted: That the President of the Association serve as a chairman of a committee to con- 
tinue the investigation of the problem of a permanent secretariat for the Association. 

The Secretary reported progress in the selection of a meeting place for the 1939 con- 
vention. 

Adjourned. 

2. Minutes of the third ting of the 1938 Executive Committee: 

The third meeting of the 1938 Executive Committee was held at the Hotel Statler, De- 
troit, Michigan, at 5:00 P.m., December 28, 1938. There were present: President Hansen, 
presiding, and Messrs. Anderson, Bell, Brown, Clark, and Graham. 

Voted: To approve the minutes of the March 12, 1938, meeting as read. 
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Voted: To ratify mail ballots of members of the Executive Committee on the following 
matters: 
a) The addition of the name of Edgard Allix to the list of foreign honorary members. 
b) Reversal of previous votes on the contribution of an additional $833.00 (original 
amount authorized was $1000.00) to the Henry Higgs economic bibliography. 
c) Confirming the appointment of Royal E. Montgomery to the Editorial Board of the 
American Economic Review to fill the vacancy created by the death of Edward Ber- 


man. 

Voted: To ratify the appointment to the Editorial Board, for a term of three years, Fritz 
Machlup and Royal E. Montgomery. 

Voted: To reappoint the present incumbents on the Finance Committee, Roy C. Osgood, 
Charles C. Wells, and James Washington Bell. 

Voted: To ratify the choice of Philadelphia for the 1939 annual meeting and the ap- 
pointment of William N. Loucks as our representative on the Committee on Local Arrange- 
ments. 

Voted: To authorize the issue of engraved certificates, with the seal of the Association, 
to foreign honorary members. 

Voted: To empower the Secretary to dispose of the excessive inventory of Economic Es- 
says in honor of John Bates Clark, which still remains on hand. 

Voted: To authorize the Secretary to dispose of excessive inventory of copies of back 
numbers of the American Economic Review, and at his discretion to donate on behalf of the 
Association, and to pay freight on copies needed to replenish files of Chinese institutions 
of higher learning. 

Adjourned. 


3. Minutes of the first meeting of the 1939 Executive Committee: 


The first meeting of the 1939 Executive Committee was held at the Hotel Statler, De- 
troit, Michigan, at 12:00 M., December 30, 1938. There were present: President Hansen, 
presiding, Miss Newcomer and Messrs. Anderson, Bell, Clark, Graham, Homan, and Viner. 

The minutes of the December 28, 1938, meeting were read and approved. 

A. H. Hansen presented communications from Dr. Lewis L. Lorwin and Professor J. 
Lescure, concerning the organization of a permanent international economic association (In- 
stitute Internationale des Sciences Economiques). Although sympathetic with the idea of 
the formation of such an organization, it was the consensus of the members that the Ameri- 
can Economic Association, as such, should not become affiliated, and certainly not under- 
take to organize a program. The suggestion was approved that attention of American 
economists could be called to the international organization by publication of a statement 
in the American Economic Review. It was not thought desirable to designate official dele- 
gates as representatives of the American Economic Association to the first session of the 
Institute to be held in Brussels, July 17 to 19, 1939, though the presence of “‘observers’’ on 
behalf of the American Economic Association would be welcome. 

The Secretary-Treasurer presented a summary report of the Association's finances, indi- 
cating the chief sources of income and the principal expenditures for the past year. Mem- 
bership dues and income from investments were explained, and expenses were considered 
under the headings of operating, publication, program outlays, and the special contribution 
to the Henry Higgs economic bibliography. Detailed expenses were also reported for the 
‘who’s who” handbook of the Association. 

It was voted to appropriate a maximum of $300.00 for the expenses of the Program 
Committee for 1939, this sum to be used to defray the expenses of the president and chair- 
man of the Program Committee for secretarial services, etc. 

The proposal to reduce the fee for life members from $200.00 to $100.00 was lost. It 
was felt that the present rate, though prohibitive, should not be reduced until new revenue 
is urgently needed. 

The present exchange advertisements in the American Economic Review were approved, 
and it was left to the discretion of the Secretary to introduce an exchange of table of con- 
tents advertisements instead of the present form. 

It was voted to empower a committee appointed by the President consisting of the Presi- 
dent, the Secretary, and other appointees to review the proposals for the establishment of a 
permanent secretariat of the Association, to propose alternate modus operandi, and to act 
in case of emergency with regard to substitute editor or secretary-treasurer of the As- 
sociation, 

The question of affiliation of regional economic associations with the American Economic 
Association was discussed and previous action reviewed. It was voted to submit to the mem- 
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bership of the Associat 


ballot to be printed in appropriate form in the 
next issue of the Ame? 


eview, this ballot to call for an expression of our 


members concerning an at stated intervals in the South and in the West, and 
calling for a specific vote e of New Orleans for 1940 and San Francisco, 1944 
or 1946. 
Adjourned. 
The Secretary's off i the Proceedings of the Fiftieth Annual Meeting 
and carried on the regu of the Association. 
The following apps re made by the President: 
Nominating 
Alvin Jol 
Ray B. W 
James W 
Calvin H 
Frank D 
Edwin E. 
Bernard | 


Program Ci 
Frederic B 
Frederick 
Corwin | 
Alvin H. | 
James Wa 


Committee 
Albert G 
Lloyd W. M 
Donald R 


Auditor 
Arthur Ar | Company 


Representati' juguration of the President of University of 
Dayton 


Wilbur P 
Representati 1e Inauguration of the President of Kent State 
Univers 
Donald E 
Representati curation of the President of Mount Union 
College 
Alvin Tost 
Representativ [Inauguration of the President of Vanderbilt 
University 
Roy L. Gar 
Representatiy Inauguration of the President of Tufts College 
A. Eugene 


Permission for the u lressograph list was granted by the President 
and the Secretary to: 
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United States Building and Loan League 
Principia Press 
The changes in the membership list that have taken place during the year 
ending December 14, 1938, are as follows: 


Total members and subscribers in December, 1937 3932 
Annual members in December, 1937 2652 
Members removed in 1938: 
Resigned 51 
Lack of address 10 
Nonpayment of dues 72 
Died 27 +160 
2492 
Members added in 1938 272 
Total annual members in December, 1938 2764 
Life members in December, 1937 44 
Removed in 1938 4 
40 
Added in 1938 1 
Total life members in December, 1938 41 
Honorary members in December, 1937 17 
Removed in 1938 4 
13 
Added in 1938 6 
Total honorary members in December, 1938 19 
Total members in December, 1938 2824 
Subscribers in December, 1937 1219 
Removed in 1938 156 
1063 
Added in 1938 207 
Total subscribers in December, 1938 F 1270 
Total members and subscribers in December, 1938 4094 
Net gain 162 


I wish to thank the members who have sent in nominations. The above in- 
crease in membership is due largely to this co-operation, and I hope the members 
will continue to aid in maintaining the membership. 

It is with regret that I report that notice of the death of the following members 
was received during the year, and their names have been removed from our active 
membership list: 


Edgard Allix (Honorary Member) Walter S. Case 


Herbert L. Barber John B. Clark 
George E. Barnett Shirley J. Coon 
Edward Berman J. S. Cullinan 
John W. Bowers E. E. Cummins 


James E. Boyle Henry W. de Forest 
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Edward A. Filene | Member) F, Fay Murphy 

Gilbert S. Parker George F. Peabody (Life Member) 
Charles N. Hulvey Leroy D. Peavey (Life Member) 
Emilie J. Hutchinson Henry Schultz 

Samuel Insull (Life \ Raymond F. Smith 

Gorton James Fred W. Sweney 

Harry Jerome Frank A. Vanderlip 

Benjamin T. McBurt Fiske Warren 

Victor Morawetz George F. Warren 

Howard S. Mott John R. Wildman 


Burrus Munn 
fully submitted, 
JAMES WASHINGTON BELL, Secretary 
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REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING DECEMBER, 1938 


The expenses during 1938 by principal items were as follows: 


Printing (paper, reprints, postage, etc.) ................ $ 6,079.21 

$13,457.82 


This is within the budget appropriation submitted a year ago—namely, 
$13,800.00 The average number of copies printed this year was 4,500; and the 
number of pages for the entire volume was 878, a slight decrease from the num- 
ber of pages in the 1937 volume. 

On the basis of printing 4,500 copies per issue in 1939, the following budget 
is submitted. This, it will be observed, is the same as that provided for in the 
budget of the current year: 


Printing (paper, reprints, postage, etc.) ..............5. $ 6,000.00 

$13,800.00 


During the year 1938, 942 new books were received, as compared with 775 
in 1937. During the year 270 persons have co-operated in writing leading articles, 
communications and reviews. The number of leading articles published is 33. 

The following persons have served as editors during the past year: Professor 
Fritz Machlup, whose term expires in 1938; Professor Royal E. Montgomery, 
appointed in the place of Professor Edward Berman, who died in June, and 
whose term would have expired in 1938; Professors Alzada Comstock and 
Leonard L. Watkins, whose terms expire in 1939; Professors Arthur R. Burns 
and B. F. Haley, whose terms expire in 1940. 

The usual tables are appended. 

Respectfully submitted, 
Davis R. DEwEy, Managing Editor 
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Given To Eacu SeEcrtion* 


New Doce- | Peri | 
Year a R be ne = odical | Notes | Theses | Totals 
7 sted etc, | abstracts | 
1920 395 5 98 i722 | & 15 936 
1921 331 39 117 | 38 11 772 
1922 293 35 124 37 13 752 
1923 298 4 26 23 | @ 14 800 
1924 339 191 23 113. | 42 18 836 
1925 325 ] 27 110 | 38 23 832 
1926 270 i 15 108 43 27 784 
1927 262 32 114 42 27 792 
1928 335 12 121 45 28 828 
1929 315 18 1 52 28 768 
1930 348 12 0 58 29 811 
1931 369 13 0 40 25 814 
1932 351 12 0 27 24 792 
1933 360 6 34 28 24 809 
1934 376 7 48 | 44 22 805 
1935 341 7 44 | 37 21 833 
1936 384 5 39 31 20 838 
1937 386 4 35 41 20 882 
1938 379 5 44 41 22 878 
* Figures for 1911-1 | in the report for 1930, published in the Supplement, 


March, 1931, p. 284. 


II—ExpenpDITURES 


Year Printing . ees Clerical Supplies Totals 

1920 | $6,656.31 122.75 | $1,595.64 | $307.20 | $11,181.90 
1921 5,646.97 64.50 1,472.50 319.97 9,003.94 
1922 4,795.28 1,370.00 314.77 7,980.05 
1923 5,032.59 1,650.09 437 .86 8,620.54 
1924 5,423.28 110.25 1,464.01 305 .32 9,802.86 
1925 5,713.01 50 1,757.32 406.36 10,510.19 
1926 5,332.24 00 1,589.86 323.43 9 873.53 
1927 5,619.20 13.75 1,806.50 297 .25 10,236.70 
1928 5,321.95 10.50 1,956.50 375.37 10 , 344.32 
1929 4,927.62 1,328.75 2,004.50 261.72 10,022.59 
1930 5 386.67 1,447.75 2,253.00 347 .80 11,935.22 
1931 5,399.94 1,454.75 2,300.00 327.60 11,982.29 
1932 | 5,143.23 0 1,451.00 2,300.00 386.13 11,780.36 
1933 4,606.07 1,408.25 2,436.00 380.75 11,331.07 
1934 | 4,670.43 ( 1,384.75 2,420.00 326.12 11,301.30 
1935 | 5,109.53 1,357.50 2,540.00 445.08 11,952.11 
1936 | 5,316.56 0.( 1,450.00 2,540.00 345.12 12,151.68 
1937 5,908 .40 1,541.75 2,751.00 364.72 13,065.87 
1938 | 6,078.35 1,438.15 2,990 .00 452.96 13,459.46 
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REPORT OF THE TREASURER OF THE ASSOCIATION 
FOR THE YEAR ENDING DECEMBER 14, 1938 


The total assets of the Association this year, viz., $62,517.04, is an increase 
of $1,488.65 over last year. Individual items showing composition of the assets 
and liabilities appear in the balance sheet exhibit of the auditor's report and a 
comparative statement showing increase or decrease for the current year reflects 
the changes occurring over the period. We have added to our investment ac- 
count, and the furniture and fixtures item has been increased $240.00 A new 
adding machine has been purchased for the Secretary's office at a cost of $139.05, 
and a typewriter for the Managing Editor's office at a cost of $77.76. In previ- 
ous years equipment for the Managing Editor’s office has been shown as a pub- 


INVESTMENT PorTFOLIO 


At Par Cost Market* Return 
Year 

Bonds Bonds Stocks Total Bi over Bonds Stocks Total 
1925 | $25,000 |$24,661.75 $24,661.75 $1,350.00 1,350.00t 
1926 27,000 | 26,623.25 26,623.25 1,410.00 1,410.00t 
1927 29,000 | 28,688.45 28,688.45 1,524.70 1,524.70f 
1928 29,000 | 28,633.45 28,633.45 1,642.77 1,642.77f 
1929 31,000 | 30,569.48 30,569.48 1,575.44 1,575.44f 
1930 31,000 | 32,439.48 32,439.48 |$32,635.40 | 1,695.21 1,695.21 
1931 39,500 | 39,134.48 39,134.48 | 32,307.44 | 1,886.81 1,886.81 
1932 40,500 | 41,134.48 41,134.48 | 33,239.70 | 2,014.36 2,014.36 
1933 33,500 | 32,962.48 |$ 3,954.23 | 36,916.71 | 31,522.50 | 1,679.49 |$ 108.57 | 1,789.06 
1934 31,500 | 30,989.48 3,954.23 | 34,943.71 | 34,714.00 | 1,593.13 218.07 | 1,811.20 
1935 16,000 | 15,280.48 | 28,114.50 | 43,394.98 | 50,338.72 | 1,022.96 680.70 | 1,703.66 
1936 17,000 | 16,260.13 | 33,712.57 | 49,972.70 | 62,991.00 801.77 | 1,597.63 | 2,399.40 
1937 20,000 | 19,160.91 | 37,399.20 | 56,560.11 52,064.75§ 884.87 | 2,689.62 | 3,574.49 
1938 22,000 | 20,180.95 | 38,302.20 | 58,483.15 | 58,598.88 928.04 | 2,063.02 | 2,991.06 


* As of date of audit. 

t Estimated income for year. 

t Certificate of deposit interest included. 
§ December 3, 1937. 


lishing expense of the Review and has not appeared among the assets of the 
Association, 

Total income from all sources this year, if we exclude the $500.00 involved in 
the Henry Higgs bibliography transaction, remains substantially the same as last 
year ($17,428.61 and $16,910.48). A smaller net income for the year, $1,220.62 
(compared to $3,085.30 for 1937), resulted from increased expenses ($15,689.86 
compared to $14,343.31 for the previous year) . 

Though the income from dues has increased slightly ($586.29), the return 
from interest and dividends has been $633.79 less than last year. Administrative 
and operating expenses are up $820.20, chiefly due to increase in wages and 
salaries; and a further outlay of $1,333.33 has been made to the Henry Higgs 
economic bibliography. 

Publication expenses continue to increase slightly, but there has been a cor- 
responding increase in the income from the Review, principally from the adver- 
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Respectfully submitted, 


JAMES WASHINGTON BELL, Treasurer 
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REPORT OF THE FINANCE COMMITTEE 


The following changes have been made in our investment holdings during the 
year: 


Sold 
Selling 
Par Value Cost Price Profit 
Crown Willamette Paper Co., 1st S.F., 6%, 
Purchased 
Shares Cost 
Household Finance Corp., pfd. ........... 10 $903.00 


Par Value Cost 
Pennsylvania Railroad Co., Gen. Mtg. Series 


Chicago, Terre Haute and Southeastern Rail- 

way Co., 1st and Ref. Mtg., 50 year, 5%, 

These transactions represent a net investment of $1,899.30 (bought $2,928.79; 
sold $1,029.49). 

Our security holdings as of December 14, 1938, are listed below, together with 
figures showing cost and market values. Market figures are compared with last 
year’s figures, 


Bonds Value 
Par Int. Market or Last Sale 
Value Rate Due Cost 12/3/37 12/14/38 
$1,000 Alabama Power Co., 1st Lien 
and Ref. Mtg. 5% 1956 $ 1,042.50 $ 920.00 $ 967.50 


1,000 Chicago, Terre Haute and 

Southeastern Railway Co., Ist 

and Ref. Mtg. 50-year 5 1960 972.83 785.00 
1,000 Chicago, Terre Haute and 

Southeastern Railway Co., 1st 

and Ref, 5 1960 520.27 1,755.00 
1,000 Chicago, Terre Haute and 

Southeastern Railway Co., 1st 


and Ref. 5 1960 519.02 
1,000 Erie Railroad Co., Ref. and 

Imp. Mtg. 5 1975 932.50 465.00 132.50 
2,000 Gary Electric and Gas Co., 

lst Lien Col. Series “A” 5 1944 1,920.40 1,700.00 1,910.00 


2,000 Grand Trunk Western Rail- 

way Co., Ist Mtg. 50-year 4 1950 1,855.45 1,795.00 1,760.00 
3,000 Gulf States Steel Co., Ist 

(closed) Mtg. Sinking Fund 4% 1961 2,900.78 2,505.00 2,835.00 
2,000 Nevada-California Electric 


Corp., 1st Mtg. 5 1956 1,895.40 1,430.00 1,580.00 
1,000 Pennsylvania Railroad Co., 

40-year Gold Deb. 4, 1970 945.00 875.00 830.00 
1,000 Pennsylvania Railroad Co., 

Gen. Mtg. Series ““D”’ 4Y¥, 1981 986.50 920.00 
1,000 Southern Illinois and Mis- 

souri Bridge Co., 1st Mtg. 

50-year 4 1951 822.00 850.00 650.00 
1,000 Southern Pacific Co., 50-year 442 1981 927.50 617.50 507.50 
2,000 Southern Railway Co., 1st 

Consol. Mtg. 5 1994 2,070.40 1,835.00 1,630.00 
2,000 West Texas Utilities Co., ist 

Mtg. Series “A” 5 1957 1,870.40 1,735.00 1,987.50 


$20,180.95 $15,512.50 $17,465.00 
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Stocks 
Cost 12/3/37 12/14/38 
25 Chesapeake and Ohio Railroad Co., com $1,309.07 $ 981.25 $ 862.50 
50 General American Transportation Corp., com. 3,084.30 1,950.00 2,775.00 
100 General Electric Co., « 2,738.19 4,387.50 4,425.00 
50 General Motors Corp ! 2,057.47 1,781.25 2,512.50 
58 Glidden Co., com pees: 1,435.50 
1,926.00 
14 Glidden Co., convert. pfd 735.00} 644.00 
10 Household Finance Corp., 5% pfd 903.00 1,030.00 
25 International Harvester ¢ pfd 3,686.63 3,450.00 4,050.00 
50 Kroger Grocery and Baking Co., com 1,297.22 825.00 1,025.00 
25 Liggett and Myers Tobacco Co., com. “B” 2,018.13 2,250.00 2,459.38 
50 Link-Belt Co., com 2,524.15 1,800.00 2,337.50 
50 Mesta Machine Co., 2,007.37 2,050.00 2,000.00 
50 J. C. Penney Co., cor 2,878.28 3,475.00 3,825.00 
50 Procter and Gamble con 2,459.72 2,375.00 2,743.75 
50 Standard Brands, Inc., com 888.15 431.25 325.00 
50 Standard Oil Co. of California, com. 2,097.27 1,550.00 1,406.25 
50 Union Carbide and Carbon Corp., com 2,867.88 3,587.50 4,475.00 
100 Wayne Pump Co., con 3,114.65 2,700.00 3,100.00 


$38,302.20 $35,519.75 $41,431.38 


The liquidating or market value of our stocks and bonds as of December 14 
was $58,896.38 compared to $52,064.74 on December 3, 1937. It is approximate. 


ly the same as the cost figure of $58,483.15. The book value, i.e., the lower figure 
of market or cost, is $52,737.24 compared to $46,264.85, the corresponding 
figure last year. The figures for this year include 10 Household Finance preferred 
at $903.00 and $1,000 Pennsylvania 41/,’s at $945.00. 

Judged by all standards, the market value of our portfolio has held up quite 
well. 


The income for the year 1938 has been as follows: 


This represents an average return of 4.14 per cent on bonds and 5.16 per cent on 
stocks; roughly, 5 per cent on the total cost of the securities. A comparison of the 
dividends, regular and extra, with those received last year explains the lower 
return. Income from stocks last year amounted to $2,689.62, a 7.1 per cent te- 
turn. Income from bonds is only slightly less than last year, due to the Erie 
Railroad default. Smaller extra payments were anticipated in our last year’s report. 


Under the circumstances, a yield of over 5 per cent compared to 6.3 per cent for 
1937 may be considered very satisfactory. 

We have seen no reason to change the investment principles governing the 
administration of this fund which, as indicated in last year’s report, was to 
conserve capital under conditions of business uncertainty and to obtain a reason- 
able yield and stability of income 

A conservative preferred stock has been added to our list (Household Finance 
Corporation) and some new money and the proceeds of the Crown Willamette 
sale have been put into bonds. This leaves our present portfolio about $40,000 in 
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stocks and $20,000 in bonds or relatively the same two-thirds to one-third rela- 
tion which prevailed last year. We are attempting to maintain at least this rela- 
tive proportion of bonds, but it is becoming increasingly difficult to find satis- 
factory issues in this category. 

The Crown Willamette paper bonds were called for payment on January 1, 
1939, and this was thought to be an opportune time to purchase two additional 
Chicago, Terre Haute and Southeastern Railway bonds. 

The Erie Railroad Company bond is at present in default, and the Company is 
undergoing reorganization, but we have not disposed of this security because it is 
felt that this issue will be sufficiently well treated to more than warrant its present 
market value. 

Roy C. Oscoop, Chairman 
CHARLES C. WELLS 
JAMES WASHINGTON BELL 
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REPORT OF THE AUDITOR 


December 20, 1938 
Executive Committee 
American Economic Association 
Evanston, Illinois. 


DEAR SIRS: 

We have made an ex jation of the balance sheet of the American Economic 
Association as at December 14, 1938, and of the related statement of income and 
expenses for the period from December 16, 1937, to December 14, 1938. In 
connection therewith, we examined or tested accounting records of the Association 
and other supporting evidence and obtained information and explanations from 
the secretary-treasurer and assistant secretary; we also made a general review of 
the accounting methods and of the operating and income accounts for the year, 
but we did not make a det iudit of the transactions. We did not examine the 
balance sheet at December 1937, and statement of income and expenses of the 
Association for the period from December 13, 1936, to December 15, 1937. These 
statements, included in this report for purpose of comparison, were taken from 
the report of the previou litors. Further comments regarding the scope of our 
examination are contained in subsequent pages of this report. 

The following exhibits are included in this report: 

Balance sheet—December 14, 1938 Exhibit 1 
Statement of income and expenses for period from Decem- 
ber 16, 1937, t ber 14, 1938 Exhibit 2 
Results of Operations 

Net income for the y« led December 14, 1938, was $1,220.62 as compared 
with $3,085.30 for the p: ling period, as shown by the following condensed 
comparative summary: 

Year Ended Increase 
or 
Partic Dec. 15,1937 Dec. 14,1938 Decrease 
Income from— 

Dues $13,378.36 $13,964.65 $ 586.29 
Interest and dividend tments 3,546.02 2,912.23 633.79 

Contribution received f to finance 
Higgs’ economic 500.00 500.00 
Other sources 4.23 33.60 29.37 
Total income $17,428.61 $16,910.48 $ 518.13 

Expenses— 
Administrative and ot ting expenses $ 6,020.30 $ 6,840.50 $ 820.20 
Contributions to finance Hig 
economic bibliogray 

Contributions of th 5S n 500.00 1,333.33 833.33 
Contribution by mer (see above) 500.00 500.00 
Publication expenses 15,206.50 15,881.71 675.21 
Publication income 7,883.49 8,365.68 482.19 
Total expenses $14,343.31 $15,689.86 $1,346.55 
Net income $ 3,085.30 $ 1,220.62 $1,864.68 
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The increase in income from dues reflects the increase in the membership of 
the Association during the period under review. The membership at the beginning 
and end of the period as reported by the secretary was as follows: 


Classification Number of Members 
Members— 
Dec. 15, 1937 Dec. 14, 1938 
Annual 2,652 2,764 
Life 44 41 
Honorary 17 19 
Total members 2,713 2,824 


Interest on bonds owned was accounted for and dividends received on stocks 
were compared with amounts reported in published records of dividend disburse- 
ments. 

During the previous period a special contribution of $500.00 was received 
from a member toward the financing of Higgs’ economic bibliography. No similar 
contributions for special purposes were recorded during the current year. 

The increase in administrative and other operating expenses reflects an increase 
of $870.00 in office salaries, accounted for by a change in the salary of the 
assistant secretary, authorized by the executive committee, and the employment of 
a clerk in the office of the secretary-treasurer for the entire year under review as 
compared with only six months of the preceding year. 

Publication costs for 1938 included the expense of issuing a Handbook. 
Additional advertising revenue in 1938 offset in part the increased publication 
costs, leaving an increase of $193.02 in net publication expense for the year 1938, 
as shown by the following summary: 


Budgetary 
Fiscal Year Estimates 
Particulars 1937 1938 for 1938 
Expenses— 
Printing of— 
Review $ 6,008.12 $ 6,119.21 $ 6,000.00 
Proceedings 1,922.03 1,234.10 
Handbook * 1,118.84 
Editor's honorarium 2,500.00 2,500.00 2,500.00 
Payments to contributors 1,541.75 1,435.65 1,600.00 
Editorial clerical salaries 2,751.00 2,990.00 3,000.00 
Other costs and expenses 483.60 483.91 400.00 
Total expenses $15,206.50 $15,881.71 $13,500.00 
Less— Income— 
Subscriptions, other than from members $ 5,826.06 $ 5,973.74 
Sales of copies 696.02 565.23 
Advertising 1,361.41 1,826.71 
Total income $ 7,883.49 $ 8,365.68 
Net publication expense $ 7,323.01 $ 7,516.03 


* None issued in 1937. 
The Association issued the following publications during the year 1938: 
Number 


Printed of Pages 
Review 4,500 966* 
Proceedings 4,500 200 
Handbook 4,500 112 


* Including 16 page volume index. 
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Condensed balan ets of the Association at December 15, 1937, and De. 
cember 14, 1938, ar ted in the following comparison: 


Increase 


or 
Dec. 15, 1937 Dec. 14, 1938 Decrease 


Cash in bank $ 1,497.98 $ 1,113.15 $ 384.83 
Receivables, net 980.76 837.25 143.51 
Inventories, at cost 1,747.54 1,722.61 24.93 
Furniture, fixtures, et 1,394.43 1,634.46 240.03 
Reserve for depreciati 1,152.43 1,273.58 121.15 
Investments, at cost, in 

Bonds 19,160.91 20,180.95 1,020.04 

Stocks 37,399.20 38,302.20 903.00 


$61,028.39 $62,517.04 $1,488.65 


Accounts payable $ 108.75 $ 75.59 $ 33.16 
Unearned income 2,805.49 3,017.35 211.86 
Membership extension 3,546.84 3,436.17 110.67 
Fund for proposed pe: 35.00 35.00 
Life memberships 3,900.00 3,725.00 175.00 
Surplus— 

Balance Decembe 50,632.31 50,632.31 

Net income for ye ber 14, 1938 1,220.62 1,220.62 

Transfers from lif 375.00 375.00 


$61,028.39 $62,517.04 $1,488.65 


The following secu: purchased and sold in 1938: 
Purchase 
Principal _or Selling 
Purchased— Amount Price 
The Pennsylvania | pany, general 
mortgage, Ser e April 1, 1981 $1,000.00 $ 986.50 
Chicago, Terre Ha eastern Railway Company, 
first and refun 5%, due December 1, 1960 2,000.00 1,039.29 
Household Financ 5% preferred stock, 
10 shares 903.00 
$2,928.79 
Sale— 
Crown Willamett mortgage sinking 
fund, 6%, due $1,000.00 $1,029.49 

The investments of tion were confirmed by correspondence with 
The State Bank and pany of Evanston, Illinois, custodian for the 
Association. 

Cash in bank was 1 balance confirmed direct to us by the de- 
positary. 

The inventories of t lude 499 copies of Economic Essays cat- 
ried at their cost of $ were no sales of this publication during 
the year under review a tory remained unchanged from December 15, 
1937. In view of the la les the realization of the inventory valuation ap- 
pears doubtful. 

We did not confirm les of the Association by correspondence with 
the debtors. In so far | ascertain from the examination made, all 
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liabilities of the Association at December 14, 1938, are reflected in the accom- 
panying balance sheet and the secretary-treasurer has represented that to the best 
of his knowledge and belief all liabilities were disclosed to us. We did not con- 
firm the liabilities of the Association by correspondence with the creditors. 

We wish to express our appreciation of the courtesies and co-operation extended 
to our representatives during the course of the examination. 

Very truly yours, 
ARTHUR ANDERSEN AND COMPANY 


EXHIBIT I 


AMERICAN ECONOMIC ASSOCIATION 
BALANCE SHEET—DECEMBER 14, 1938 
ASSETS 
CuRRENT ASSETS: 
Cash in State Bank and Trust 
Company, Evanston, Illinois $ 1,113.15 
Receivables— 
Interest accrued on bonds $ 233.83 
Membership dues 148.75 
Review advertising 456.49 
Publication sales 40.88 
Sundry 37.30 


Total receivables $ 917.25 
Less—Reserve for doubtful accounts 80.00 837.25 $ 1,950.40 


INVENTORIES, AT COST: 


Economic Essays (see report) $ 1,197.60 
Cover stock 265.05 
Stamped envelopes 259.96 1,722.61 


INVESTMENTS, AT Cost: 


Bonds (quoted price $17,465.00) $20,180.95 
Stocks (quoted price $41,431.38) 38,302.20 58,483.15 


FURNITURE, FIXTURES, AND BOUND PERIODICALS, AT Cost $ 1,634.46 
Less—Reserve for depreciation 1,273.58 360.88 


$62,517.04 


Liabilities 
ACCOUNTS PAYABLE $ 75.59 
UNEARNED INCOME: 
Membership dues $ 484.80 
Subscriptions 2,532.55 3,017.35 


MEMBERSHIP EXTENSION FUND 3,436.17 
FUND FOR PROPOSED PERMANENT SECRETARIAT 35.00 
LiFE MEMBERS AND SURPLUS: 
Life memberships $ 3,725.00 
Surplus unappropriated— 
Balance, December 15, 1937 $50,632.31 
Net income for year ended 
December 14, 1938 (Exhibit 2) 1,220.62 
Transfers from life memberships 375.00 52,227.93 55,952.93 


$62,517.04 


— 

| 
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EXHIBIT II 
ONOMIC ASSOCIATION 


STATEMENT Of! EXPENSES PERIOD FROM DECEMBER 16, 1937, To 
)ECEMBER 14, 1938 
articulars Amount 
INCOME FROM: 
Dues— 
Regular m« $13,717.15 
Subscribing members 247.50 $13,964.65 
Other sources 
Income fri 
Interest $ 928.04 
Dividend 2,063.02 
$ 2,991.06 
Less—Cust« 78.83 $ 2,912.23 
Profit on sale of 23.74 
Royalties on sales 6.20 
Miscellaneous inc 3.66 2,945.83 
$16,910.48 
EXPENSES: 
Administrative as cpenses— 
Secretary's sa $ 1,000.00 
Office salaries 3,682.50 
Postage 421.01 
Stationery an 200.36 
Telephone ar 63.78 
Insurance 205.00 
Exchange on 124.47 
Depreciation 121.15 
Annual meet 332.01 
Executive 365.41 
Other commi 185.65 
American Cor ties—dues 65.00 
Auditing 50.00 
Miscellaneous 24.16 $ 6,840.50 
Contributions to fir 
economic bibliog 1,333.33 
Publication expense 
Printing of— 
Review $ 6,119.21 
Proceedings 1,234.10 
Handbook 1,118.84 
Editor's honora: 2,500.00 
Payments to cor 1,435.65 
Editorial clerica 2,990.00 
Editorial supplies 375.20 
Editor's traveling 72.95 
Sundry publicati 35.76 
Total $15,881.71 
Less——Publicati 
Subscriptic 
from m $ 3.74 
Sales of « 565.23 
Advertising 826.71 8,365.68 7,516.03 
Total 15,689.86 
Net it $ 1,220.62 
270 » 
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PUBLICATIONS 


AMERICAN ECONOMIC ASSOCIATION 


FIRST SERIES 


Numbers starred are sold only with the sets; the supply of those double starred is 
exhausted. For information apply to the Secretary. 


Volume I, 1886 

Price im paper 
1. Report of Organization of the American Economic Association. Pp. 46. $ .50 

2-3. **Relation of the Modern Municipality to the Gas Supply. By E. J. James. 
Pp. 66. .75 
Co-operation in a Western City. By Albert Shaw. Pp. 106. 75 
** Co-operation in New England. By E. W. Bemis. Pp. 136. .75 
** Relation of the State to Industrial Action. By H. C. Adams. Pp. 85. 75 


Volume II, 1887 


Three Phases of Co-operation in the West. By Amos G. Warner. Pp. 119. 

Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington. Pp. 
106. 

The Railway Question. By Edmund J. James. Pp. 68. 

**Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85 

** Medieval Guilds of England. By E. R. A. Seligman. Pp. 113. 

Relation of Modern Municipalities to Quasi-Public Works. By H. C. Adams 
and others. Pp. 87. 


Volume III, 1888 


Statistics in College, by C. D. Wright; Sociology and Political Economy, F. H. 
Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. 
Capital and Its Earnings. By John B. Clark. Pp. 69. 
The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking Valley, 
by E. W. Bemis; Report of the Second Annual Meeting. Pp. 86. 
4-5. ** Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. 
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Contributions to th 
Possibility of 
Socialism in Englas 
Road Legislation f 
Third Annual Mee 
** Malthus and R 
Dewey ; Analy 
An Honest Dollar 


The Industrial Tras 
Two Essays on Cl 
Pp. 150. 
Papers on the Can 
History of the New 
Educational Value 


Fourth Annual Me 
Government Forestry 
Municipal Owners 
State Railroad Com: 


** The Silver Situati 
**Shifting and I: 
vised. ) 
Sinking Funds. By 
The Reciprocity Trea 


Fifth Annual Meeting 
Housing of the Po 
Public Assistance 

First Stages of the T: 


Sixth Annual Meeting 


. ** Progressive Taxat 


Sir William Petty. By 
Papers on Labor P: 
Hadley, and J. G 


Seventh Annual Meet 
** The Canadian Ba 
Poor Laws of Massach 
Letters of Ricardo t 
204. (In cloth, on 


** Race Traits and 
Pp. 330. 
Appreciation and Inter 
* General Index to V« 


:0mic Association 


IV, 1889 
The Theory of Wages, by Stuart Wood; 
f Wages, by J. B. Clark. Pp. 69. $.75 


bb. Pp. 73. 75 
tate. By J. W. Jenks. Pp. 83. 75 


Proceedings. Pp. 123. 75 


Patten; The Study of Statistics, by D. R. 


nomy, by W. W. Folwell. Pp. 69. 75 


1 Andrews. Pp. 50. 30 


e V, 1890 


Yeijiro Ono. Pp. 122. 1 
Willoughby and Clare de Graffenried. 


J. James and L. M. Haupt. Pp. 85. 
By J. C. Schwab. Pp. 108. 
By S. N. Patten. Pp. 36. 


VI, 1891 


ers, Discussions. 
Bowers, and Fernow. Pp. 102. 
S. By E. W. Bemis. Pp. 185. 
Clark. Pp. 110. 


> VII, 1892 
ates. By F. W. Taussig. Pp. 118. 
By E. R. A. Seligman. Pp. 424 (Re- 


p. 106. 
f 1854. By F. E. Haynes. Pp. 70. 


VIII, 1893 


Proceedings. Pp. 130. 
Cities. By M. T. Reynolds. Pp. 132. 
nce. By E. G. Balch. Pp. 180. 
.S. By William Hill. Pp. 162. 


IX, 1894 
1 Report. Pp. 73. 
1 Practice. By Edwin R. A. Seligman. 


C. H. Cooley. Pp. 148. 
Bevan. Pp. 102. 
Clark, C. D. Wright, D. R. Dewey, A. T. 


> X, 1895 


nd Report. Pp. 138. 

7-1890. By R. M. Breckenridge. Pp. 478. 
York. By John Cummings. Pp. 136. 
316-1823. Edited by J. H. Hollander. Pp. 


XI. 1896 


American Negro. By F. L. Hoffman. 


sher. Pp. 110. 


nomic Association 
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Publications of the American Economic Association 


ECONOMIC STUDIES 
($2.50 per volume) 


Volume I, 1896 


Eighth Annual Meeting: Handbook and Report. Pp. 178. $ .50 
The Theory of Economic Progress, by J. B. Clark; The Relation of Changes in 
the Volume of the Currency to Prosperity, by F. A. Walker. Pp. 46. 50 
The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by H. R. 
Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate System, by F. W. 
Taylor. Pp. 83. 
** The Populist Movement. By Frank L. McVey. Pp. 81. 
The sag Monetary Situation. By W. Lexis; translated by John Cummings. 
p. 72. 50 
The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. 75 


50 
50 


Volume II, 1897 


Ninth Annual Meeting: Handbook and Report. Pp. 162. 50 
Economics and Jurisprudence. By Henry C. Adams. Pp. 48. 50 
The Saloon Question in Chicago. By John E. George. Pp. 62. 50 
The General Property Tax in California. By C. C. Plehn. Pp. 88. 50 
Area and Population of the United States at the Eleventh Census. By W. F. Will- 

cox. Pp. 60. 50 
A Discussion Concerning the Currencies of the British Plantations in America, 

etc. By William Douglass. Edited by C. J. Bullock. Pp. 228. 50 
Density and Distribution Population in the United States at the Eleventh Census. 

By W. F. Willcox. Pp. 79. 50 


Volume III, 1898 


Tenth Annual Meeting: Handbook and Report. Pp. 136. 50 
Government by Injunction. By William H. Dunbar. Pp. 44. 50 
Economic Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. 50 
The Ohio Tax Inquisitor Law. By T. N. Carver. Pp. 50. 50 
The American Federation of Labor. By Morton A. Aldrich. Pp. 54. 50 
Housing of the Working People in Yonkers. By E. L. Bogart, Pp. 82. 50 
The State Purchase of Railways in Switzerland. By Horace Michelie; translated 

by John Cummings. Pp. 72. .50 


Volume IV, 1899 


Eleventh Annual Meeting: Handbook and Report. Pp. 126. 50 
I. Economics and Politics. By A. T. Hadley. Il. Report on Currency Reform. 
III. Report on the Twelfth Census. Pp. 70. 50 
Personal Competition. By Charles H. Cooley. Pp. 104. 50 
Economics as a School Study. By F. R. Clow. Pp. 72. 50 
The English Income Tax. By J. A. Hill. Pp. 162. 1.00 
** Effects of Recent Changes in Monetary Standards upon the Distribution of 
Wealth. By F. S. Kinder. Pp. 91. 50 


NEW SERIES 


** The Cotton Industry. By M. B. Hammond. Pp. 382. 1.50 
Scope and Method of the Twelfth Census. Critical discussion by over twenty sta- 
tistical experts. Pp. 625. 2.00 


THIRD SERIES 


Note—During 1896-1899 the Association issued its publication in two series, viz., the 
bimonthly Economic Studies, and the New Series” of larger monographs printed at irregu- 
lar intervals. In 1900 it reverted to the policy of issuing its monographs, now called the 
"Third Series’ of the publications at quarterly intervals. 

Price per volume, $4.00. 
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Twelfth Annual 
Trusts; Rails 
Census. Pp. 1 

The End of Villeinas 

Essays in Colonial | 


** Currency and Bar k: 
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** Thirteenth Annu 
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Pp. 400. 
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man. Pp. 134. 


Sixteenth Annual Mee 

Part I—Papers and D 
Social Aspects 
Pp. 240. 

Part Il—Papers and I 
Theory of Loan ‘ 
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Pp. 340. 

** The Influence of |! 
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Seventeenth Annual M 
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ume I, 1900 
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ic Finance; Consumers’ League; Twelfth 


By T. W. Page. Pp. 99. 


fembers of the Association. Pp. 303. 


nce of Massachusetts Bay. By A. McF. Davis. 
1 photogravure plates. 
e II, 1901 


s on Competition; Commercial Education; 
Quasi-public Corporations; Municipal Ac- 


1 
Part II: Banking. Pp. 341 + 18 


By Hannah R. Sewall. Pp. 132. 
the U.S. By F. R. Clow. Pp. 144. 


me III, 1902 


on International Trade; Industrial Policy; 
ff; Negro Problem; Arbitration of Labor 
; Porto Rican Finance; Economic History. 


By Joseph A. Tillinghast. Pp. 240. 
M. H. Robinson. Pp. 232. 
y. By Alvin S. Johnson. Pp. 136. 


e IV, 1903 


Discussions on Economic and Social Prog- 
en Shop; Railway Regulation; Theory of 
| Currency Problem. Pp. 298. 
ston. By F. A. Bushee. Pp. 171. 
ian Islands. By Katharine Coman. Pp. 74. 
h of the United States. By Delos O. Kins- 


On 


1904 


1 Dr 


ceedings published in two parts. 
,ern Agricultural and Industrial Problems; 
Relations between Rent and Interest. 


The Management of the Surplus Reserve; 
to Corporation Economics; State Taxation 
Theory of Social Causation. Pp. 203. 
ian Coal Industry. By Francis Walker. 


Production and Labor. By Hadley Win- 


e VI, 1905 


1 Proceedings published in two parts. 
trine of Free Trade; Theory of Prices; 
Closed Shop. Pp. 226. 
Government Interference with Industrial 
y Rates; Taxation of Railways; Preferen- 
ure Movement; Economic History of 


ping Subsidies. By R. Meeker. Pp. 230. 
New York. By F. R. Fairchild. Pp. 218. 
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Publications of the American Economic Association 


Volume VII, 1906 


Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth and 
the Public Service; Theory of Distribution; Government Regulation of Rail- 
way Rates; Municipal Ownership; Labor Disputes; The Economic Future of 
the Negro. Pp. 325. $1. 

Railroad Rate Control. By H. S. Smalley. Pp. 147. 

On Collective Phenomena and the Scientific Value of Statistical Data. By E. G. F. 
Gryzanovski. Pp. 48. 

Handbook of the Association, 1906. Pp. 48. 

The ee of the Gross Receipts of Railways in Wisconsin. By G. E. Snider. 

p. 138. 
Volume VIII, 1907 


Nineteenth Annual Meeting: Papers and Discussions on Modern Standards of 
Business Honor; Wages as Determined by Arbitration; Commercial Edu- 
cation; Money and Banking; Western Civilization and Birth Rate; Economic 
History; Government Regulation of Insurance; Trusts and Tariff; Child 
Labor. Pp. 268. 

Historical Sketch of the Finances and Financial Policy of Massachusetts from 1780 
to 1905. By C. J. Bullock. Pp. 144. 

Handbook of the Association, 1907. Pp. 50. 

The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322. 

The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 


Volume IX, 1908 


Handbook of the Association, 1908. Pp. 49. 

Twentieth Annual Meeting: Papers and Discussions on Principles of Government 
Control of Business; Are Savings Income; Agricultural Economics; Money 
and Banking; Agreements in Political Economy; Labor Legislation; Relation 
of the Federal Treasury to the Money Market; Public Service Commissions. 
Pp. 311. 

Chicago Traction. By R. E. Heilman. Pp. 131. 

Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 

** Progressive Taxation in Theory and Practice. Revi Edition. By E. R. A. 
Seligman. Pp. 334. 


Volume X, 1909 


Twenty-first Annual Meeting: Papers and Discussions on The Making of Economic 
Literature; Collective Bargaining; Round Table on Accounting; Labor Legis- 
lation; Employers’ Liability; Canadian Industrial-Disputes Act; Modern In- 
dustry and Family Life; Agricultural Economics; Transportation; Revision 
of the Tariff; A Central Bank; The National Monetary Commission; Cap- 
italization of Public Service Corporations in Massachusetts. Pp. 432. 

Handbook of the Association, 1909. Pp. 59. 

** The Printers. By George E. Barnett. Pp. 379. 

Life Insurance Reform in New York. By W. H. Price. Pp. 95. 


Volume XI, 1910 


Twenty-second Annual Meeting: Papers and Discussions on History of the Asso- 
ciation; Observation in Economics; Economic Dynamics; Theory of Wages; 
Country Life; Valuation of Public Service Corporations; Trusts; Taxation. 

Pp. 386. 1.50 

** Handbook of the Association, 1910. Pp. 79. .25 

The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 1.25 

The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178. 1.00 


THE ECONOMIC BULLETIN 


Published quarterly in 1908, 1909, and 1910, and containing personal notes, news of 
the economic world, announcements of special lines of investigation, and a classified and 
annotated bibliography of the current books and articles on economic subjects. 

Volume I, 1908. Four numbers. $2.00; each .60 
Volume II, 1909. Four numbers. $2.00; each .60 
Volume III, 1910. Four numbers. $2.00; each .60 
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nomic Association 


URTH SERIES 
Subs 2 mbers, libraries, etc., $5.00 a year. 
ume I, 1911 


The American Econ March, June, September, and December; each, $1.00 
Twenty-third Annual 

Papers and | Significance of a Comprehensive System 

of Education The Ricardo Centenary; Accounting; Canals 

and Railway nd Immigration; Labor Legislation; Taxation; 

A Definitios petition in the Fur Trade. Pp. 388. 
** Handbook of the A 


me II, 1912 


The American Econ March, June, September, and December; each, 
Supplement.—Twenty | Meeting: 

Papers and | nomic Utilization of History; Tariff Legis- 
lation; The Rural Conditions; Selection of Population by 
Migration; 7 t; An International Commission on the Cost 


of Living; I Pp. 146. 


me III, 1913 
The American Econon ine, ** September, and ** December; each, 
Supplement.—Twenty Meeting 
Papers and I tion or Prosperity; The Rising Cost of Living 
—Standardiz Banking Reform; Theories of Distribution; 


Farm Manag ntal Price Regulation. Pp. 155. 
Supplement.—Handb« ation, 1913. 


me IV, 1914 

The American Econc March, June, September, and December; each, 
Supplement.—T wenty Meeting 

Papers and Pr reasing Governmental Control of Economic 

Life; The Cor tilities; Railroad Rate Making; Syndicalism; 


Trust Decis : Pp. 211. 
Supplement.—Handb« iation, 1914. 


e V, 1915 
The American Econor June, September, and ** December; each, 
Supplement.—Twenty il Meeting: 
Papers and | s and the Law; Regulation of the Stock 
Exchanges; } Statistical Work of the United States 
Government tion to Industrial Efficiency; The Effect of 
Income and | n the Distribution of Wealth; Public Regu- 
lation of Wag 
e VI, 1916 


The American Econon March, ** June, September, and ** December; 
each, 
** Supplement.—Twen Meeting: 
Papers and P Apportionment of Representatives; Effect of 
the War on ] Budget Making and the Increased Cost of 
Government; | f War; Economic Theorizing and Scientific 
Progress; The | n Economic Theory; Price Maintenance; 
Investment of Pp. 248. 
Supplement.—Handbook n, 1916. 


VII, 1917 


The American Econon { June, September, and December; each, 
Supplement.—Twenty-n Meeting 


Papers and Pr nal Point of View in Economics; Landed 


onomic Association 
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Publications of the American Economic Association 


Property; Two Dimensions of Economic Productivity; Some Social Surveys 

in Iowa; The Land Problem and Rural Welfare; The Federal Farm Loan 

Act; Statistics of the Concentration of Wealth; Gold Supply at the Close 

of the War; Loans and Taxes in War Finance; Problems of Population 

after the War; Some Phases of the Minimum Wage. Pp. 275. 
Supplement.—Index to the Publications, 1886-1910. 


Volume VIII, 1918 


The American Economic Review, March, June, September, and ** December; each, 

Supplement.—Thirtieth Annual Meeting: 
Papers and Proceedings. Economic Reconstruction; Federal Taxes upon In- 
come and Excess Profits; Land Utilization and Colonization; Federal Valua- 
tion of Railroads; Co-ordination of Employment Bureaus; Control of the 
Acquisition of Wealth; Motives in Economic Life; Price-Fixing; Problems 
of Governmental Efficiency; Economic Alliances and Tariff Adjustments. 
Pp. 317. 


Volume IX, 1919 


The American Economic Review, ** March, June, September, and December; each, 

** Supplement.—Thirty-first Annual Meeting: 
Papers and Proceedings. Economists in Public Service ; Interest on Investment 
a Manufacturing Cost Factor; Control of Marketing Methods and Costs; 
War and the Supply of Capital; War and the Rate of Interest; Index of the 
Cost of Living; Securing the Initiative of the Workman; A Legal Dismissal 
Wage; After-War Gold Policies; Foreign Exchange; Stabilizing the Dollar; 
Tenancy of Landed Property; Price-Fixing; Economic Theory in an Era of 
Readjustment; Psychology and Economics; The Open Door and Colonial 
Policy; Reports of Committees on Foreign Trade and Purchasing Power of 
Money. Pp. 368. 

** Supplement No. 2.—Report of the Committee on War Finance. Pp. 142. 

Supplement No. 3.—Handbook of the Association, 1919. 


Volume X, 1920 


The American Economic Review, ** March, June, September, and December; each, 

** Supplement.—Thirty-second Annual Meeting: 
Papers and Proceedings. Excess Profits Taxation; Germany's Reparation Pay- 
ments; International Supervision over Foreign Investments; Results of a 
Balanced Industrial System; Employee’s Representation in Management of 
Industry; Prices and Reconstruction; Banking Policy and Prices; Large- 
Scale Marketing; Reports of Committees on Foreign Trade, Co-ordination 
in Taxation, Census Advisory Committee. Pp. 278. 

Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244 


Volume XI, 1921 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-third Annual Meeting: 
Papers and Proceedings. The Railroad Situation; Our Foreign Trade Balance; 
Problems of the Bituminous Coal Industry; Traditional Economic Theory; 
Non-Euclidean Economics; Federal Taxation of Profits and Income; Teach- 
ing of Elementary Economics. Pp. 194. 

Supplement No. 2.—Karelsen Prize Essays, on What Can a Man Afford? Pp. 118. 


Volume XII, 1922 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-fourth Annual Meeting: 
Papers and Proceedings. Business Cycles; American Trade Unionism; The 
Railroads; Workmen’s Compensation; Federation in Central America; 
Teaching of Elementary Economics; The Chain Store Grocer; Economics 
and Ethics, Pp. 194. 

Supplement No. 2.—Handbook of the Association, 1922. 
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zn Economic Association 


Volume XIII, 1923 
The American Econ 
Supplement.—Thirty-f Annual Meeting: 
Papers and *s. Trend of Prices; Trend of Rate of Interest and 
Investment ; for Wages and.Employment; Overhead Costs; Com- 
mercial Rent ibor Turnover; Factors in Wage Determinations; 
Income of Fa scale Production and Merchandising; Marketing 
Farm Produc f Business Research. Pp. 293 


Volume XIV, 1924 
The American Econom ** March, ** June, September, and December; each, 
Supplement.—Thirty-si Meeting: 
Papers and P International Trade and Commercial Policy; Rail- 


road Consoli Theory; Transportation; American Foreign 
Trade; Marke p. 192 


Supplement No. 2.—H sk of 1 Association, 1924. 


Volume XV, 1925 

The American Econo: March, June, September, and December; each, 

Supplement.—Thirty-se il Meeting: 
Papers and Proce: [he Economics of Advertising; Problems of Eco- 
nomic Theory; 7 tion; Marketing; Giant Power; The Teaching of 
Business and I Business Administration; Monetary Stabilization; 
Foreign Serv Highway Economics; Psychological Problems of 
Industry. Pp 


** Supplement No. 2 Essay, on Forecasting the Price of Hogs. Pp. 22. 


XVI, 1926 

The American Econor March, June, September, and December; each, 

Supplement.—Thirty-e Meeting: 
Papers and P Movement of Real Wages; Teaching of Economics; 
Consuming Po and Business Fluctuations; Economic Problems 
Involved in th f International Debts; Economics and Geography; 
Agriculture i -_. ul Policy; Tariff Making; Trade Assocations; 
Theory of Was the Costs of Marketing; Topics in Economic 
History; Rail Land Economics; Federal Reserve Policies. 
Pp. 353. 

Supplement No. 2.—Ha e Association, 1926. 


me XVII, 1927 
The American Econon March, June, September, and December; each, 
** Supplement.—Thirty-1 il Meeting: 
Papers and P Economics of Prohibition; Economic History; Use 
of the Quantita in the Study of Economic Theory; Present-Day 
Corporation Pt in Practices Analogous to Foreign Controls 
over Raw Mat M ting; Interest Theory and Price Movements; 
Problem of Efi Utility Regulation; Immigration Restriction— 
Economic Resul ts; Family Budgets; Motor Transportation in 
the United State 


Supplement No. 2.—Rey r in Honor of Professor John Bates Clark. 
Pp. 18. 


e XVIII, 1928 


The American Economi v, March, June, September, and December; each, 
Supplement.—Fortieth A M 


Papers and Pr Land Economics; Marketing; Present Status and 
Future Prospects itative Economics; Post-War Fluctuations of Com- 
modity Prices; tween Departments of Economics and Col- 
legiate Schools of | Economic History; Simplification of the Federal 
Income Tax; Ec ficance of the Increased Efficiency of American 


nomic Association 


March, June, September, and December; each, $1.25 
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Publications of the American Economic Association 


Industry; An Approach to the Law of Production and Its Relation to the 


Welfare of the Wage-Earner; Meaning of Valuation; Railroad Valuation 

with Special Reference to the O'Fallon ision; Interest Rates as Factors in 

the Business Cycle; Should the Debt Settlements Be Revised; An Examina- 

tion of the Reasons for Revision of the Debt Settlements. Pp. 305. $1.25 
Supplement No. 2.—Handbook of the Association, 1928. 2.00 


Volume XIX, 1929 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-first Annual Meeting: 
Papers and Proceedings. Market Shifts, Price Movements, and Employment; 
Some Observations on Unemployment Insurance; Marketing; Land Eco- 
nomics; Law and Economics; Price Stabilization; London and the Trade 
Cycle; Federal Reserve Policy and Brokers’ Loans; Central Planning of Pro- 
duction in Soviet Russia; International Differences in the Labor Movement; 
Tariff Making in the United States; Economic History; Locality Distribution 
of Industries; Regulation of Electric Light and Power Utilities; An Inductive 
Study of Publicly Owned and Operated vs. Privately Owned but Regulated 
Public Utilities; Regulation of the Common Carrier; Commercial Motor 
Vehicle and the lic. Pp. 284. 1.25 


Volume XX, 1930 


The American Economic Review, March, June, September, and December; each, 1.25 

Supplement.—Forty-second Annual Meeting: 
Papers and Proceedings. Economic History; Public Works Plan and Unem- 
ployment; Theory of Economic Dynamics as Related to Industrial Instability ; 
Chief Economic Problems of Mexico; Reparations Settlement and the Inter- 
national Flow of Capital; Federal Reserve Board—Its Problems and Policy; 
Economic and Social Consequences of Mechanization in Agriculture and 
Industry. Pp. 214. 1.25 


Volume XXI, 1931 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-third Annual Meeting: 
Papers and Proceedings. Decline of Laissez Faire; Small Loan Business; So- 
cial and Economic Aspects of Chain Stores; Russian Economic Situation; 
Trustification and Economic Theory; Persistence of the Merger Movement; 
Program of the Federal Farm Board; Social Implications of Restriction of 
Agricultural Output; Land Economics and Real Estate; Institutionalism— 
What It Is and What It Hopes to Become; An Approach to World Econom- 
ics; International Industrial Relations—Migration of Enterprise and Policies 
Affecting It; World-Wide Depression of 1930; Present Depression—A 
Tentative Diagnosis; Power and Propaganda; Failure of Electric Light and 
Power Regulation and Some Proposed Remedies. Pp. 302. 1.25 
Supplement No. 2.—Handbook of the Association, 1931. 2.00 


Volume XXII, 1932 


The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Forty-fourth Annual Meeting: 
Papers and Proceedings. Private Enterprise in Economic History; Shorter 
Working Time and Unemployment; Quantitative Economics ; Theory of Tech- 
nological Progress and the Dislocation of Employment; Measurement of Pro- 
ductivity Changes and the Displacement of Labor; Stabilization of Business 
and Employment; Principle of Planning and the Institution of Laissez Faire; 
Institutional Economics; Elasticity of Demand as a Useful Marketing Con- 
cept; Investments of Life Insurance Companies; Real Estate in the Business 
Cycle; Investments and National Policy of the United States in Latin Amer- 
ica; Recent Changes in the Character of Bank Liabilities and the Problem of 
Bank Reserves; Bank Failures in the United States; Transportation by Rail 
and Otherwise; Our Changing Transportation System. Pp. 306. 1.25 
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The American Economic | 


Papers and Procee 


The 


Format 


Reserves ; 
Thought; 
stability ; 


Suburban Lands 
2.—Handi 


Supplement No. 


The American Economic R« 
** Supplement.—Forty-sixth 


Depression ; 
tation Policy; C 
under Recovery L« 
of Unemployment ; 
praisal; Some Stat 
quency ; The Prob 
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The American Economic R 


Business Enterpris« 
Character, Structur 


The American Economic R 
Supplement.—Forty-eighth At 


Recovery; Price T 


regulated Industries 
Flexibility ; Requi 


Situation; Econom 
Capital Formation 
Founding and Earl 


between Federal, S 
ment Resources; A 
Years’ 
tional Economics; 
Problem of Prices 
Legislation on In 
Dinner. Pp. 350. 
Supplement No. 2.—Handb 
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Supplement.—Forty-fifth Ann 


lings. Rise of Monopoly in the United States; Record of 
Insurance in the Depres 


Size or bus 
serve Bank Policy an 
Monetary Chaos; Ta 


Papers and Proceed 


Supplement.—Forty-seventh A 
Papers and Proceed 
New Deal and the 


Problems of Product 

Commercial Banking 

Lessons Drawn from I 
and Speculation; Mon 
Monetary Stabilization { 
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Aspects of the New 


Papers and 


Effect of the Depress 


Public Policy; Banking 


opments in Econon 


Development 


Economic Association 


me XXIII, 1933 


ting 


yn; Some Theoretical Aspects of Unemployment 
f Unemployment Relief; American Economic 
Measurement and Relation to Economic In- 
Unit as a Factor in Efficiency of Marketing: Re- 
Economic Planning; Federal Reserve Policy in World 
f Reform: The Case for Bargaining; Speculation in 
tat culation and the Depression. Pp. 206. 
Association, 1933. 


pital 


XXIV, 1934 


March, June, September, and December; 

A Meeting: 
[he History of Recovery; Public Utilities in the 
tition; Fundamentals of a National Transpor- 
Rail and Highway Transportation; Marketing 
Economics of the Recovery Act; Measurement 
led Inflation; Banking Act of 1933—An Ap- 
he G id Situation; The Problem of Tax Delin- 
f Expa > Governmental Activities ; The Economics 


each, 


Volume XXV, 1935 


March, June, September, and December; 
al Meeting 

NRA Examined; Rate-making Problems of TVA; 

ng of Economics; Paths of Economic Change; 

Organization of Production; Changes in the 

nditions of Production; International Aspects of 

| Trade; International Movements of Capital; Our 

- Aspects of Co-ordination and Finance; Some 

in Experience; Nationalism; Security Regulation 


each, 


y Stabilization from an International Point of View; 

1 National Point of View; Decentralization of 
( rdination of State and Local Finance; Relief 
Deal; Unified Program for the Unemployed. Pp. 240. 


me X XVI, 
March. 
Meeting: 

Distinguishing Characteristics of the Current 

| Market Realities; Notes on Inflexible Prices; 

n Earnings and Prices of Regulated and Non- 
-lants in Its Relation to Price Control and Price 
ompetition; Monopolistic Competition and 
Act of 1935; Recent Legislation and the Banking 
an Integrated Social Security Program; 
ments Program and American Agriculture; 
the American Economic Association; Devel- 
sry; Federal Revenue Act of 1935; Relations 
1 Local Finances; Equalization of Local Govern- 
Instability; Transportation Problems; Fifty 
of /_Hum an Nature and Motivation; Institu- 
{arginal Economics in a Collectivist System ; 

1 the Soviet System; Effects of New Deal 
ations; Report of the Fiftieth Anniversary 
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June, September, and December; each, 
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March, June, September, and December; each, $1.25 
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Supplement.—Handbook of the Association, 1938. 


Publications of the American Economic Association 


Volume XXVII, 1937 


Papers and Proceedings. Economic Interdependence, Present and Future; 
Quantitative and Qualitative Changes in International Trade During the 
Depression; Current Tendencies in Commercial Policy; Trade Problem 
of the Pacific; Analysis of the Nature of American Public Debts; Limits to 
Possible Debt Burdens, Federal, State, and Local; Debt Retirement and the 
Budget; United States Debt—Distribution among Holders and Present 
Status; Federal-State Unemployment Compensation Provisions of the Social 
Security Act; Unemployment Relief and Insurance; Economic Problems 
Arising from Social Security Taxes and Reserves; The Situation of Gold 
Today in Relation to World Currencies; Mechanisms and Objectives 
for the Control of Exchange; The Adequacy of Existing Currency Mech- 
anisms Under Varying Circumstances; Present Situation of Inadequate 
Housing; Financing of Housing; Some Economic Implications of Modern 
Housing; Managed Currency; A Critique of Federal Personnel Poli- 
cies as Applied to Professional Social Science Positions; New Oppor- 
tunities for Economists and Statisticians in Federal Employment; Govern- 
ment Employment as a Professional Career in Economics; Indicia of Re- 
covery; Housing and Housing Research; Distribution of Purchasing Power 
and Business Fluctuations; Forecast of Power Development; The Possibility 
of a Scientific Electrical Rate System; Co-ordination of Public and Private 
Power Interests in European Countries; Recent Developments in the Theory 
of Speculation; Control of Speculation under the Securities Exchange Act; 
Unorganized Speculation: the Possibility of Control. Pp. 333. 


Volume XXVIII, 1938 


The American Economic Review, March, June, September, and December; each, 
Supplement.—Fiftieth Annual Meeting: 


Papers and Proceedings. The Significance of Marxian Economics for Present- 
day Economic Theory; The Significance of Marxian Economics for Cur- 
rent Trends of Governmental Policy; The Rate of Interest; Security Markets 
and the Investment Process; Relation of Price Policy to Fluctuations of 
Investment; General Interest Theory; Rate of Interest; Security Regulation; 
Corporate Price Policies; Fiscal Policies; Rate of Consumption; Wage Rates; 
Social Security Program; Rate of Consumption; Durable Consumers Goods; 
Wage Policies. Pp. 192. 


Volume XXIX, 1939 


The American Economic Review, March, June, September, and December; each, 
Supplement.—Fifty-first Annual Meeting: 


Papers and Proceedings. Problem of Industrial Growth in a Mature Economy ; 
Effects of Current and Prospective Technological Developments upon Capital 
Formation; Public Investment in the United States; Expansion and Contrac- 
tion in the American Economy; Effect of Industrial and Technological De- 
velopments upon Demand for Capital; Réle of Public Investment and Con- 
sumer Capital Formation; Income and Capital Formation; Price and Pro- 
duction Policies of Large-Scale Enterprise; Changing Distribution Channels ; 
Financial Control of Large-Scale Enterprise; Pure Theory of Production; 
Changing Character of American Industrial Relations; Wages and Hours 
in Relation to Innovations and Capital Formation; Effect of Wage Increase 
upon Employment; Relation of Wage Policies and Price Policies; An Ap- 
praisal of Factors Which Stopped Short the Recovery Development in the 
United States; Fiscal Policy in the Business Cycle; An Appraisal of the 
Workability of Compensatory Devices; Divergencies in the Development 
of Recovery in Various Countries; Factors Making for Change in Character 
of Business Cycle; Industrial Relations. Pp. 280. 
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The American Economic Review, March, June, September, and December; each $1.25 
Supplement.—Forty-ninth Annual Meeting: 
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